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Announcements 
Salt Lake City: 
The opening, November 1, 1920, of an 
office in the Utah Savings and Trust 
Building, Salt Lake City, with M r . W . M . 
McKendrick as manager, marks the estab-
lishment of our twenty-sixth practice office 
and the entry of the firm into Utah where 
it will carry on practice as public account-
ants. 
We have been encouraged to take this 
step by many friends in Utah who have 
indicated that we may be of service as a 
professional organization to the many busi-
ness and financial interests there, and we 
appreciate the invitation to enter into 
relations with the people of a state which 
has been brought to a place of national 
importance through the energy, thrift, and 
enterprise of its citizens. 
The interest displayed by the bankers 
of Utah in a paper read by M r . John R. 
Wildman, of our firm, before the Utah 
Bankers Association at Ogden, June 19, 
1920, on "Certified Financial Statements 
as a Basis for Credit" and the adoption 
of a resolution by that association calling 
upon members to require financial state-
ments before making loans, not only add to 
our encouragement but testify to the sound 
judgment of the Utah banking fraternity. 
The Salt Lake Ci ty office wil l , through 
collaboration with our San Francisco, Los 
Angeles and Denver offices and coopera-
tion with our other practice offices, both 
in this country and abroad, enable us to 
render world service to the great Inter-
mountain country of which Utah consti-
tutes so important and worthy a part. 
M r . N . K . Vincent, C . P. A . , Colorado 
and Missouri, for a number of years con-
nected with the Denver office, wi l l be 
attached to the Salt Lake Ci ty office as 
supervising accountant. 
Portland, Oregon: 
The chain of our offices along the Pacific 
Coast was reinforced January 8, 1921, by 
the opening of an office in Portland. While 
this territory has been served largely by 
the Seattle Office, with assistance at times 
from San Francisco, the demands upon us 
from Portland and vicinity have prompted 
us to make our service more accessible by 
the establishment of an office there. 
The office is located in the Pittock 
Block. M r . Robert J . Leo, formerly of 
our San Francisco office, has been 
appointed manager. 
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Philadelphia: 
In order to make necessary provision for 
growth of practice, our office in Philadel-
phia was removed on January 1, 1921, to 
the Land Title Building, Broad Street, 
between Chestnut and Sansom Streets. 
Boston: 
We have pleasure in announcing the 
acquisition, as of January 1, 1921, of 
the professional accounting practice of M r . 
Augustus Nickerson, of Boston, Massa-
chusetts, heretofore conducted under the 
name of Augustus Nickerson, Inc. M r . 
Nickerson is a certified public accountant 
of Massachusetts and has for twenty-
eight years been engaged in professional 
accounting in Boston. He will act as 
Associate Manager of the Boston office, 
collaborating with M r . Hyde. 
Buffalo: 
Effective January 1, 1921, M r . E . E . 
Leffler has been appointed Assistant Mana-
ger of the Buffalo office. 
Dallas: 
M r . J . B . Stiteler, Jr., has been appointed 
Assistant Manager of the Dallas Office, 
effective December 23, 1920. 
Denver: 
We have been fortunate in obtaining 
space in the new United States National 
Bank Building, located at Seventeenth and 
Stout Streets, Denver, to which the Denver 
practice office was transferred on January 
10,1921. 
The new office affords not only a better 
location but improved space and facilities 
for the reception of clients and the con-
duct of the practice generally. 
Kansas City: 
Our Kansas City office has removed to 
the Grand Avenue Temple, 9th Street and 
Grand Avenue, Kansas City . The new 
quarters promise greater advantages from 
the viewpoints of space, light, and acces-
sibility. 
London: 
Our office in London has also been moved 
recently to 7 Wormwood Street, Old Broad 
Street, London, E . C. 2, where larger and 
better space wil l facilitate the conduct of 
our practice. M r . A . M . Lovibond, manager 
of the London office, made a visit recently 
to the Paris office in connection with the 
transfer to the latter of certain continental 
practice previously conducted from the 
London office. 
A New Firm Member 
M R. G E O R G E M . D A L L A S , head of the Executive Tax Department, 
was admitted to membership in the firm 
January 1, 1921. M r . Dallas entered the 
organization November 12, 1917, as a tax 
specialist. Through his untiring and effec-
tive efforts our tax practice has developed 
in number and size of engagements to a 
position of prime importance. A well-
organized tax department represented in 
the various offices by accountants who 
specialize in tax matters is the result of his 
work. He has earned a well-deserved 
place as an authority and consultant on 
income and profits tax questions and 
related matters. 
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Mr. Dunn Plans to Retire 
TH E announcement by M r . Dunn of his intention to retire from the firm was 
conveyed to his associates in a letter dated 
December 28, 1920, copy of which follows: 
"Dear Messrs. Sells and Ludlam: 
"I have been advised that, out of considera-
tion for my health or physical condition, 
after about the year 1925 I should plan to 
have my life free of business confinement and 
burdens and to spend it largely out of doors. 
Going further than intimations previously 
made, I feel that it is due to my associates to 
formally express my intention to be so gov-
erned and, in consequence, to withdraw from 
the firm somewhat in advance of the time 
stated, which may as well now be understood 
as on June 1, 1924. There should be conveyed 
to my associates, however, assurance of there 
being no reason to believe that to carry on 
with my accustomed application to the 
affairs and interests of the firm during such 
period would be at the risk of any impair-
ment of my health or condition thereafter. 
"Looking ahead to severance at some defin-
ite date of partnership ties of long standing, 
is not a pleasant contemplation. The per-
sonal ties which have been developed through 
that relation cannot be dissolved. M y inter-
est in the continued growth and welfare of our 
organization of professional men—men who 
are imbued with the highest ideals—never 
will diminish. Even after withdrawal, I shall 
want always to feel subject to call when and 
as needed for emergency or consultation. 
"With warmest regards and best wishes to 
all for the approaching new year, I remain, 
"Yours faithfully, 
"HOMER A . DUNN." 
It is with greatest difficulty that M r . 
Dunn's associates attempt to express the 
regret to which his announcement gives 
rise. The occasion calls to mind imme-
diately the many sterling qualities of which 
he is possessed and the energy, enthusiasm, 
and professional ability which he has exer-
cised without restriction in the firm's be-
half since joining it in June, 1902. The 
loss of this force in the affairs of the firm 
cannot but be severely felt. 
Cold written words are inadequate to 
express the esteem and affection in which 
M r . Dunn is held throughout the organiza-
tion. He has been more than an accountant 
and administrator. He has been a con-
structive thinker and teacher; consist-
ently helpful. There are many in his 
debt. 
While fortunately M r . Dunn's departure 
from the organization wil l be somewhat 
deferred the suggestion to withdraw leaves 
us with a sense of losing an estimable asso-
ciate, a strong arm, and a good friend. 
Shanghai Office Growing 
IT is with both pride and pleasure that 
we refer to the progress which our 
Shanghai office is making. M r . De Vault 
recently cabled for two additional men, 
and in expressing his pleasure when 
advised that Messrs. A . R. Franklin and 
C. H . Sammond had sailed, referred to the 
large volume of work to be handled during 
the next few months. 
The Shanghai office was recently placed 
under the general supervision of M r . 
Forbes with the idea that his location in 
San Francisco wil l enable us to maintain 
better contact with clients having Far 
Eastern offices or relations. M r . Forbes, 
incidentally, contemplates a visit to the 
Shanghai office in the not far distant 
future. 
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Accounting for Oil Producers 
By PAGE LAWRENCE , Manager, Kansas Ci ty Office 
MA N has, through all the ages, in his constant search for hidden treas-
ures, dug deeply into the earth. Petro-
leum, one of the most valuable of the 
treasures of the earth's storehouse, has been 
known to man since before recorded his-
tory. Its wonders are described in the 
most ancient legends. It has been said 
that the Arabs carried the liquid treasure 
from the famous springs of H i t on the River 
Euphrates to their imperial city, and with 
it lighted the lamp of Aladdin. 
The accountant must apply the princi-
ples of accountancy in recording the values 
of many undertakings. To do this success-
fully, he must know the physical aspects of 
the operation. It is indeed a stupendous 
task which confronts the accountant to 
know something of the physical com-
ponents of all the operations of our com-
mercial world. He succeeds by applying 
general principles to particular problems. 
The production of crude petroleum is a 
mining operation, and as such comes under 
the established procedure for recording the 
accountability for wasting assets or values. 
It is recognized that, in particular, mining 
accounts must serve three purposes: 
Record development, which is really con-
struction, record production, and costs of 
operation. 
By applying, therefore, the principles, 
which we have learned by experience and 
training, governing the requirement of 
establishing a true cost to make, we find 
that the accounting requirements of an oil 
producer contain no profound and un-
known theories of accountability, and that 
during development the accounts should 
be so drawn as to establish the equation: 
Material + Labor + Burden = Cost of De-
velopment. 
The product comes from the well ready 
for delivery or sale. Thus the producer's 
accounts recording cost to operate are 
simple and wil l be so drawn as to establish 
costs of "lifting" and careful statistical 
records of oil produced and sold. 
Before income and excess profits taxes 
became such an important factor to the 
business world, it was considered unneces-
sary to carefully detail the construction 
costs of the oil producer. He was content 
if he knew the unitemized cost of a lease 
or well, against which he figured that the 
production from the well would, in a certain 
period, "pay out" the investment, and this 
returned, the oil producer operated there-
after on "velvet." The producer's desire 
to establish comprehensive and accurate 
records, both as to development and pro-
duction, and the necessity of compliance 
with the federal income tax law and 
regulations of the United States Bureau of 
Internal Revenue, have influenced the 
accounting methods of the oil producers. 
And notable improvements have been 
made in records, both accounting and geo-
logical, in recent years. 
In many States especial laws are found 
in the statutes giving rights to mining cor-
porations in the manner of payment for 
capital stock. The legal fiction allowing a 
prospector to value the "hole in the ground" 
for any desired sum necessary to make his 
company's capital stock full paid and non-
assessable, although such value be imme-
diately contradicted by the donation to 
the company of shares to be sold, in most 
cases, at a discount, has been used in the 
formation of corporations for the produc-
tion of petroleum. 
It is important that the auditor and 
accountant should fully set forth the exact 
particulars of method of capital stock issue 
and payment. The records and entries 
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necessary in the accounting for capital 
stock are the same in the company seeking 
oil as those of any other corporation. 
Arbitrary values are placed upon lease-
holds, the stock issued, and sold in whole or 
in part. The company is then ready to 
start to search for oil. The geologist from 
his experience and study of structures, 
approves the location of the lease which, 
in the larger producers, has been obtained 
by its "scouting department." This de-
partment of the "oi l game" maintains men 
in the oil fields who watch the other fellow, 
and are in their turn watched by him. 
These men are the pioneers of the business, 
and are experts in practical oil geology. 
Development is started (that is, the 
company or individuals start to drill a 
well or wells) on the leases obtained. 
The accounting for such development 
can be classed with, and is very much like 
the accounting requirements of any con-
struction enterprise. The influence of the 
accounting methods of the engineer and 
contractor can be plainly seen in most of 
the accepted forms of account books used 
by oil producers. 
Land and lease titles are important. It 
is essential that legal examination of titles 
and drilling rights be made. Leases are 
generally described by number, name, and 
legal description. A n acceptable form of 
lease record wil l contain an abstract of 
the chain of title, a record of assignments, 
details of consideration paid, and periodic 
rental requirements. The customary form 
also wil l provide for a record of change 
of ownership of the land or rentals. In this 
record an entry should be made of the date 
of the first well, its location, when drilling 
commenced, and date well was completed 
or abandoned. Party and royalty interests 
must be carefully defined in this record, 
and the record so kept that it is at all 
times available; for it is to the bookkeeper 
the final court, and to the auditor, when 
supported by original documents such as 
leases, abstracts of title, royalty, and 
party interests contracts, it becomes a 
valuable index of the producer's activities 
and responsibilities. Anyone familiar with 
the method used by trust companies in 
making an abstract of deed of trust wil l 
recognize that the lease record of the oil 
producer performs the same function for 
him as the abstract of trust does for the 
trust company. 
Development of a lease should be re-
garded by the accountant as one of con-
struction. The well is started; "spudded 
i n , " are the words used in the vernacular 
of the oil man. The prospector for oil 
literally builds a hole in the ground and 
must do a considerable amount of advance 
construction before he knows whether his 
effort wil l be successful. This construction 
may be divided into lease construction 
and well construction. Purchase orders 
in quadruplicate, and vendor's invoices in 
triplicate serve as initial papers for the 
support of vouchers which are chargeable 
to Warehouse or Supplies account. Record 
of equipment and supplies received in the 
field warehouse is endorsed on a copy of 
the purchase order. This copy is sent to 
the general office, together with a copy of 
vendor's invoice. Copies of the purchase 
order and vendor's invoice are retained by 
the field storekeeper and are the posting 
medium to a perpetual inventory record. 
The field record of stores and equipment 
on hand must be kept with care, and peri-
odic physical inventories are necessary to 
verify such record. Notwithstanding that 
equipment and supplies should be issued 
only to the lease or location upon requisi-
tion, the speed and urgency of oil well con-
struction and the customary disregard of 
accounting requirements by field men, 
make frequent check of stores imperative. 
The cost of development is returnable 
by allowable deductions from revenue. 
Definitions of the Bureau of Internal 
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Revenue, as to what are allowable deduc-
tions, have influenced oil producers' classi-
fications of accounts. N o confusion can 
be allowed between accounts representing 
physical property costs, which are return-
able through depreciation, and those ac-
counts representing costs of development, 
such as validating and prospecting, drilling 
labor, teaming and freight, etc. Cas-
ing and tubing may be subject to either 
depreciation or depletion. Casing in the 
hole and its value can be returned through 
depletion, but if it is recovered from a "dry 
hole," its present value must be credited 
to the cost of the "dry hole." 
Depletion of the well or lease is the most 
important allowable deduction from oil or 
gas well revenue. The oil producer con-
structs his accounts so that such accounts 
follow the Manual of the Oi l and Gas 
Industry, issued by the Treasury Depart-
ment. A l l expenditures for development 
are considered in most classifications of 
accounts for oil producers as capital ex-
penditures. 
The voucher, as in all mining operations, 
is the most important accounting docu-
ment in the oil producer's system of ac-
counting. It is used as the posting medium 
to all subsidiary records and serves as a 
"grouping sheet" for supplies, requisitions, 
invoices, pay rolls, and journal transfers 
and adjustments. Cash books and voucher 
registers follow, in most systems, the cus-
tomary form for such books. The "log of 
the well," which should be a careful his-
tory of the drilling well, is a very important 
book, and proves an acceptable voucher 
to the auditor. Log books wil l record the 
kind of structure through which the 
drilling tools are going, the number of 
feet and size of casing used, and all inci-
dents of drilling. The log is carefully con-
sulted by all on the location, for it is by 
this careful record that the geologist and 
practical oil man see below the grass roots. 
The form of ledger used by the oil pro-
ducer to index lease and well costs is so 
drawn as to include on one page the entire 
accounting classification covering develop-
ment of lease and well. Every column on 
the form of a lease or well record is a 
ledger account, and in many cases, a per-
petual inventory of supplies and equip-
ment. In this record, subdivided as to 
leases or farms, columns are provided to 
record: investment, labor, teaming and 
freight, drilling, tanks, rigs, engines, 
boilers, pumps, buildings, casing, pipe, 
tools, fuel, water, torpedoes (initial), 
depreciation, and in fact every cost of 
lease and well development. Classifications 
vary, but the accounts of all oil producers 
should exhibit lease costs divided into 
physical equipment and labor, supplies 
and expense. Some producers so keep the 
lease and well record as never to lose the 
identity and cost of the individual well; 
others, as soon as a well is "brought in , " 
take its cost into the lease record, not as a 
unit, but redistribute same so that the 
lease record exhibits drilling costs for all 
wells on the lease. The lease, therefore, 
becomes the unit, not the well. 
The identity of the well should never be 
lost in the production records of the pro-
ducer. This sometimes occurs, however, 
because pumping, pipe line, or tank re-
quirements make it impossible to gauge 
the individual well. 
The production record is the income ac-
count of the producer. This record is 
drawn and kept so as to record production 
of oil and gas and the sale thereof. The 
form of this record varies widely; in its 
simplest form it records the "run tickets" 
to the pipe line, thus recording only the 
oil sold. In its more complex form, oil 
pumped will be gauged into tanks and 
record made of water drawn off from oil 
sold. Pumping and storage records are 
kept and so-called well efficiencies com-
puted. Accurate gauging or measuring is 
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essential and careful supervision of the 
producing lease is greatly aided by clearly 
constructed production records. Declines 
in flow are valuable for the computation 
of depletion, as well as useful to the super-
intendent of production. Wells must be 
kept clean and pumping powers brought up 
to the highest efficiency, so that the curve 
of the well's production wil l not exhibit 
sharp declines in flow. 
The classification of accounts setting 
forth production expenses follows closely 
the original classification covering costs of 
development. Fuel, water, supplies, team-
ing and labor are all used in the production; 
as well as torpedoes (not initial) and re-
pairs to wells and equipment. When it is 
appreciated that the oil producer never 
ceases to search for more oil, and in that 
continued search creates constantly charges 
to accounts almost identical to accounts 
recording production expenses, it is evident 
that accounting routines must be carefully 
written to prevent confusion between pro-
duction expenses and expenses of develop-
ment. Consideration that the equipment 
needed to clean out a well is almost the 
same as that needed to drill it, and that the 
labor will , in many cases, be reported as 
simply drilling labor, makes it plain that 
the oil accountant must be constantly 
alert in making his distributions accurately. 
Lease rentals and production taxes, 
together with expenditures for mainte-
nance of wells and "lifting equipment," 
and all lifting expenses are generally con-
sidered as production expenses by the oil 
producer. In his classification of general 
expenses, accounts for the ordinary and 
necessary expenses of administration are 
included together with accounts showing 
costs of his land and scouting depart-
ments. 
Some producers carefully distribute to 
leases or production superintendence by 
field men; others charge such cost to 
administration without attempt at alloca-
tion; thus, to compare costs of companies, 
one should have the oil producer's man-
ual of accounts at hand. Comparisons 
of drilling labor, casing, rigs, and other 
equipment may be made, for the accounts 
representing such costs are fairly stand-
ardized, and much of the drilling is done 
upon a drilling contract basis at so much a 
foot. 
Tools and the accounting for them are a 
constant subject for debate; probably 
the most equitable method of treatment is 
to charge all tools (including drilling and 
fishing tools) to the lease, adjusting such 
charge when tools are taken to another 
location; the balance of the account wil l 
then represent losses of tools and depre-
ciation thereof as a lease or well cost. 
This method follows the general practice of 
the construction enterprise and avoids 
inaccuracies and adjustments occasioned 
by an established arbitrary footage charge 
for tools used. 
The oil producer has in the Manual for 
the Oi l and Gas Industry an authoritative 
guide for his accounting methods, and 
methods of valuation of his properties for 
depletion. 
Oi l producing companies can and do pay 
dividends from income or capital or both, 
and should be charged with the duty of 
notifying stockholders of the source of 
such dividends. 
Few balance sheets of oil producers give 
a complete history of the capital invested 
in the enterprise and its source; the use of 
the so-called double account form of 
balance sheet would, in many cases, give 
more definite information as to capital 
and its use for the company's development. 
In this brief sketch space has not per-
mitted the writer to attempt to define 
accounts used by oil producers, nor to 
describe the many interesting special 
records found in an oil producer's scheme 
of accounts. Such records do not vary 
materially from the records used by con-
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struction or manufacturing enterprises, 
and are generally so plainly drawn that 
the accountant immediately recognizes 
their purpose and understands their use. 
Book Review 
Kirkbride, F . B . , Sterrett, J . J . , and 
Willis, H . P. The Modern Trust Company. 
Fifth edition, enlarged and revised. (New 
York, The Macmillan Company, 1920. 
549 p.) 
The increase of two hundred and forty 
pages over the fourth edition of this book 
conveys little idea of the improvement 
noted in the new edition. Not only is it 
larger and more comprehensive, but the 
revision seems to have added new life and 
interest to the presentation of the subject. 
Many new topics have been added to 
various chapters, for example, "Public 
trustees" and "Interlocking directorates," 
while new chapters have been included as 
follows: Membership in the Federal Re-
serve System, Making use of the Federal 
Reserve System, Credits and Credit De-
partment, Tax Department, Operating 
Costs, Statistical Department, Foreign 
Banking, Investments and Commercial 
Paper. 
The section on audits and examinations 
has been slightly amplified by reference to 
the practice of the Federal Reserve System 
and reiterates the statement that "some 
banks and trust companies in this country 
have adopted the practice of printing a 
public accountant's certificate in their 
published reports. This is in keeping with 
a custom that is growing among other 
classes of corporations in this country, and 
that is almost universal in Great Britain. 
Present tendencies point to its becoming 
generally expected by the business public, 
just as banking houses are now laying 
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stress upon an accountant's certificate as 
to a customer's financial statement when 
presented as a basis for credit." 
The book in its present form is alto-
gether very acceptable and worthy of a 
place, in all libraries, both public and pri-
vate. 
Additions to the Library, December, 1920 
American Academy of Political and Social Science. 
Working capital in street railway valuation; by Delos F. 
Wilcox. Philadelphia, American Academy of Political 
and Social Science, 1920. 24 p. 
Commerce Clearing House. Unabridged Federal in-
come tax service, 1921. New York, Commerce Clearing 
House, 1920. 
Commerce Clearing House. Unabridged Federal war 
tax service, 1921; containing the law, regulations, Treasury 
decisions as in force at November 1, 1920, and in current 
supplements as issued during 1921. New York, Commerce 
Clearing House, 1920. 
Corporation Trust Company. Income tax service, 
1913—1921. New York, Corporation Trust Company, 
1921. 
Corporation Trust Company. War tax service, 1921; 
containing Title B, war profits and excess profits tax law 
and other titles covering special tax levies, including the 
Capital Stock Tax on corporations law of the Revenue 
Act of 1918, and official rulings, regulations, etc., bearing 
thereon. New York, Corporation Trust Company, 1921. 
First National Corporation. Acceptances, by Alex-
ander Henderson. Boston, The First National Corpora-
tion, 192,0. 46 p. 
The Franco-American year book, 1921. Paris, 
France, Edward Cantor, 1921. 400 p. 
Kirkbride, Franklin Butler, and Others. The 
modern trust company: its functions and organization: an 
outline of fiduciary banking. Edition 5, revised and 
enlarged. New York, The Macmillan Company, 1920. 
549 p. 
National Association of Cost Accountants. Manage-
rial uses of foundry costs, by J. P. Jordan. New York, 
December, 1920. 13 p. 
National Industrial Conference Board. Proceedings 
of the second national industrial tax conference held in 
New York City, October 22 and 23, 1920. 200 p. 
Prentice-Hall, Inc. Prentice-Hall Federal tax service, 
1921. 2 v. New York, Prentice-Hall, Inc., 1921. 
Standard Statistics Company, Inc. Securities prices 
as of December 31, 1918; compiled for and under the 
supervision of the Comptroller of the State of New York 
for use in determining the valuation of securities under the 
State Income Tax Law. New York, Standard Statistics 
Co., Inc. (cl921). 288 p. 
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The Great Unaudited 
TH E impression doubtless prevails that most business concerns avail them-
selves of the services of public accountants 
and have their accounts audited periodic-
ally. Banks are increasingly insistent in 
their demands for certified financial state-
ments. Advertisements announcing flota-
tions of securities more frequently than in 
the past carry with them the names of 
well-known firms of public accountants. 
There are many current signs which contrib-
ute to the impression. 
But unfortunately the impression ap-
pears to be erroneous. If one may judge 
from a study of Moody's Manual of Rai l -
roads and Corporation Securities, Indus-
trial Section, 1920, it is far from true. 
In this publication are listed the names of 
3,711 concerns. Those which are shown as 
being audited by public accountants num-
ber 590. The other 3,121, or 84 per cent., 
are unaudited. 
It is a fact that some which are audited 
are not so shown. But granting that the 
number now indicated as being audited 
might be increased by 33 1/3 per cent., 
which is true in one case, the number still 
unaudited would be 2,924, or 78.79 per 
cent. of the total listed. 
This of course is almost unbelievable to 
any one familiar with the growth and de-
velopment of accountancy in the United 
States. Theoretically, the period during 
which the professional accountant has 
functioned in this country covers about 
forty years. Practically, twenty-five years 
would perhaps be more exact. 
Accountancy is reported to have flour-
ished in Italy as early as 1742. It 
apparently did not gain much headway in 
Great Britain before 1850. In no country 
or time, probably, has professional account-
ing practice achieved the magnitude and im-
portance and withal the rapidity of growth 
that have marked its progress in the United 
States. And behold what the statistics show. 
The accountant of the past was a checker 
of figures. His concern was largely with 
their accuracy. He had chiefly to do with 
the auditing of figures which involved cash 
and fiduciary integrity. His imagination 
or knowledge seldom carried him beyond 
the elementary stages. 
The accountant of to-day sees his task 
as a much larger one. The scope of his 
work is much broader and more compre-
hensive. Modern business has assumed 
not only large proportionsn but extreme com-
plexity. Accounting has come to be 
regarded as an instrument of business 
control. The executive depends upon his 
financial statements for information and 
guidance. Costs as a basis for manu-
facturing and trading are regarded as 
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indispensable. Government control and 
supervision, particularly as exercised 
through the Bureau of Internal Revenue 
in relation to income and profits taxes, have 
allowed scarcely any business concern to 
neglect attention to accounting. 
So the public accountant who is alive to 
the affairs of his day and time finds himself 
concerned with a great variety of engage-
ments. These embrace periodical audits 
of all kinds of business organization, 
examinations of financial and kindred in-
stitutions as well as concerns where the 
substantiation of financial condition only 
is required, investigations into fiduciary 
integrity or some special phase of a con-
cern's operations, activities, or relations, 
preparation of tax returns or the accumu-
lation of data for the prosecution of tax 
claims, consultations, devising and in-
stalling of accounting or of cost systems, 
preparation of budgets, making financial 
or accounting surveys and statistical 
studies, and giving court testimony. 
Yet notwithstanding the growth and 
amplification which accountancy practice 
in this country has experienced, it appears 
that the surface has been scarcely more 
than scratched; that business concerns 
generally have failed to take advantage of 
a means which would contribute to a more 
scientific and successful conduct of their 
affairs. The class of the great unaudited 
bears witness to the fact. 
COST figures serve a variety of pur-poses. Primarily, perhaps, they 
constitute a basis for determining what the 
selling price should be in order to yield a 
satisfactory profit. Incidentally, they fur-
nish a measurement of effective operation 
and information which may lead to the 
checking of waste. Their greatest value 
probably consists in making past perform-
ance serve as a basis for future guidance. 
Just now there is much talk of reducing 
costs. British industry finds it the chief 
problem, we are told. But there is no 
reason why it should be the chief problem 
of Great Britain more than any other 
country largely engaged in manufacturing. 
Prices are high the world over. The 
great capital destroying event which began 
in August, 1914, may be indicted as the 
cause. It is inconceivable that the whole 
world should aid and abet, whether wil l-
ingly or otherwise, the casting of billions of 
dollars worth of the world's resources into 
a seething caldron of destruction without 
the resulting rise of prices. 
There were many fortunes made on the 
way up to the peak. Costs, less so than in 
normal times, except as they became the 
basis for government contracts, were fre-
quently ignored without damaging effect 
because free competition was put out of 
business by the abnormal conditions which 
prevailed. If ever the rule of "charge what 
the traffic wil l bear" enjoyed complete 
operation it was during the upward pull to 
February, 1920. 
But the inevitable has occurred. The 
peak has apparently been passed. The 
camel's back has been broken. The long-
suffering public has refused longer to be a 
party to the rampage of high prices. A 
buyer's strike has decreed that prices shall 
come down. 
The first step has taken place. Manu-
facturers, wholesalers, and retailers have 
courageously taken their losses. The 
workers, either through force of conditions 
or voluntarily, are arranging to stand their 
share, and education of the workers in at 
least one instance is responsible for a sane 
view of that group which led the members 
thereof to suggest a reduction in wages. 
But the end is not yet. Even though 
wholesale commodity prices have fallen 
Reducing Production Costs 
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from 25 to 35 per cent., there is still a long 
stretch to the level of pre-war prices. 
Whether or not this level will again be 
reached is of course in question. The 
public hopes the decline wil l continue. 
Economists think that it wil l . It is, there-
fore, generally admitted that industry is 
heading into a period where costs will be 
more vital than ever before. The com-
petitive basis is being rapidly restored. 
Cost reduction will be an economic neces-
sity rather than the result of an economic 
incentive. 
Many associations of manufacturers are 
giving attention to uniform cost systems. 
Not long since, the International Associa-
tion of Garment Manufacturers arranged 
through its Cost Committee to prepare and 
promulgate the instructions for installing a 
uniform cost system for the use of its 
members. The association has wisely laid 
out a program of education the purpose of 
which is to build up within the organiza-
tions of the various members a competent 
staff which wil l facilitate the introduction 
and operation of the system. A Central 
Cost Council directed by a permanent 
salaried head, the creation of Regional Cost 
Councils, and the advisory assistance of a 
professional firm are all contemplated in 
the plan. 
The value of this sort of thing is appar-
ent. The printing industry bears evidence 
of the fact. It was among the pioneers in 
the movement. N o one who has occasion 
to pay printers' bills doubts the service 
which the cost system has rendered to the 
printing trade. Printers' prices may be 
high, but when the printers are forced to 
stand a reduction they wil l know where and 
how much they can afford to allow without 
suffering an ultimate loss. 
While the present tendency of manufac-
turers is toward association, and uniform 
systems of one kind or another are the 
natural consequence, the individual organ-
ization, whether in or out of an association, 
must give increasing thought to the matter 
of costs and their reduction. The present 
economic situation demands it as a 
matter of successful economic existence. 
The executive without accurate cost 
information is like a mariner without a 
compass. 
GR E A T difficulty seems to be experi-enced by the average person in 
deriving a true conception of depreciation, 
even from the most lucid definitions and 
explanations, because of the element of 
maintenance. It is difficult for him to 
understand, why, if a unit of equipment is 
maintained in a maximum state of operat-
ing service and efficiency, through repair 
and replacement of parts, provision should 
be made for depreciation. Such is the 
explanation frequently offered as to why no 
charge is made. 
Depreciation has received probably more 
attention at the hands of authors than any 
other subject of accounting discussion. It 
has been defined and redefined; explained, 
elucidated, and illustrated. Court cases 
have been cited and discussed. But appar-
ently we are scarcely nearer to a clear con-
ception than before. 
Depreciation has been substantially 
defined as "the decrease in the value of an 
asset due to deterioration through lapse 
of time, wear and tear, obsolescence, or 
change of ownership." N o reference, it 
will be noted, is made to maintenance. 
Neither deterioration, obsolescence, nor 
change of ownership may be construed as 
such. But unfortunately many persons 
associate wear and tear with the defections 
in operation which are corrected by repairs 
Relation of Maintenance to Depreciation 
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and replacements. Such idea, however, it is 
not the intention of the definition to convey. 
A n engine allowed to stand idle and with-
out care will deteriorate and hence depre-
ciate even though it may never have turned 
a wheel in service. Goods which lie on 
shelves without protection and attention 
lose value, as do samples. These illustra-
tions of deterioration are too obvious to 
provoke contradiction. 
The invention of a new machine which 
makes production with an old type too 
expensive for successful competition illus-
trates the somewhat nebulous factor of 
obsolescence. A change of styles in the 
matter of wearing apparel likewise results 
in depreciation of which obsolescence is the 
cause. 
A typewriter which has passed from a 
dealer to the first purchaser will scarcely 
bring the original sale price, even though 
it may never have been operated, because 
it is second-hand. 
A falling price level, though not men-
tioned in the above definition and seldom, 
if ever, mentioned elsewhere, is one of the 
most striking causes of depreciation. The 
lack of consideration given by authors to 
this cause is probably traceable to the fact 
that during the period in which most of the 
discussion of depreciation has taken place 
the price level has been rising instead of 
falling. From the present indications it 
must hereafter be taken into account. 
So far as the foregoing factors are con-
cerned, with the exception that the ordi-
nary mind balks a trifle at conceiving a 
possible measurement of obsolescence, there 
appears to be scant difficulty in justifying 
depreciation. But the wear and tear 
factor looms large as an obstacle when one 
attempts to carry conviction on the whole 
question. 
The life of every item of equipment must 
necessarily at some time come to an end. 
The best of care when in and out of 
operation, the repair of defections as they 
occur, the replacement of parts from time 
to time, may defer the fatal day. But 
nothing on earth can prevent it. And 
when that time comes there will be a 
difference between the amount originally 
invested in the equipment and the amount 
which it wil l bring as scrap. Eliminate 
from the causes deterioration, obsolescence, 
change of ownership, and a falling price 
level, assuming they do not apply, and 
there remains but one thing, namely, that 
the equipment is worn out. There is a 
loss which inevitably must be faced. No 
amount of maintenance will prevent it. 
The wear and tear in excess of maintenance 
must eventually be considered. 
It is because of this as well as the other 
factors of depreciation that modern prac-
tice attempts to take into account the 
probable life of physical property and to 
distribute the loss over such life. Thus is 
the charge more nearly equalized from year 
to year instead of allowing the total loss 
to fall in any one year. The basis also 
appears to be well founded which requires 
the depreciation to be computed on a 
declining balance, thus throwing the heavi-
est charges for depreciation in the early 
years, since maintenance usually increases 
with the age of the property. 
Kansas City Consolidation 
We have pleasure in announcing, under 
date of February 1, 1921, the consolidation 
with our own of the practice conducted in 
and about Kansas City, Missouri, by M r . 
F. M . Weaver. Our Kansas City Practice 
Office will be continued at 1111 Grand 
Avenue Temple. M r . Weaver will be 
associated with M r . Page Lawrence in 
the management of the office. 
M r . Weaver was with the firm for a time 
in 1899. He is a certified public account-
ant of Missouri, and has lived for many 
years in Kansas City, where he is well 
and favorably known, and where he has 
built up a substantial practice. 
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Falling Prices and Inventories 
TH E firm which owns and occupies a building and contemplates no addi-
tional construction is little concerned 
whether prices rise or fall. The investor 
who owns gilt-edge securities has no cause 
for alarm even though the securities market 
may, so to speak, have gone through the 
bottom. But to the concern engaged in 
trading, or in manufacturing and selling, a 
declining price level is a matter for some 
consideration. 
As a buyer, a concern of this class 
naturally favors a decline in prices. As a 
seller, the reverse may be expected to be 
true. Theoretically, it should make little 
difference either way, since it is usual for a 
concern to maintain a selling price which 
reflects a fairly uniform percentage of 
profit over the cost price. When cost 
prices go up sales prices follow. When cost 
prices fall sales prices are "expected to come 
down. As a matter of fact failure on the 
part of the individual concern to anticipate 
the market frequently results in a stock of 
merchandise acquired at a relatively high 
price which must be sold either as such or in 
manufactured form, on a declining sales 
market. 
This is precisely what happened to many 
concerns during the year just closed. N o 
one knew just when the peak of high prices 
would be reached. It came about Febru-
ary, 1920. Since that time prices have 
been steadily declining. Those who carried 
over large inventories at December 31, 
1919, or bought heavily during the early 
part of the year 1920 have had to suffer 
the consequences. 
The well-settled rule of pricing inven-
tories at "cost or market, whichever is 
lower" probably resulted in no losses at the 
close of the year 1919. In fact the ma-
jority of concerns probably profited some-
what, if not considerably, by such method, 
because of rising costs. 
The end of the year following disclosed a 
somewhat different situation. The average 
net drop in prices during the year was per-
haps 25 per cent. In some lines, notably 
crude rubber, it was very much greater. 
To be consistent market prices had to be 
used in pricing the inventories. The 
result was a loss equal to the difference 
between what the goods cost and the 
market at December 31, 1920. 
It must not be understood that concerns 
in a given industry sustained an inventory 
loss last year equal to the decline in prices 
in that industry. Such could only be true 
of a concern which happened to stock up 
at top or near-top prices and was unable 
to dispose of such stock before the end of 
the year. Concerns with slow moving 
stock suffered most. Those with quick 
turnovers were able to keep better pace 
with the market and consequently to 
average their losses. 
Few concerns probably use what is 
known as the direct method of ascertaining 
the cost of goods sold. As a rule the in-
direct or inventory method is used. This 
consists in applying against the total of 
purchases for a given period the difference 
between the inventory at the beginning 
and end of the period, respectively. A n 
increase in inventory decreases the cost of 
goods sold. A decrease in inventory in-
creases the cost of goods sold. The 
method presumes fairly uniform prices. It 
does not allow for extreme fluctuations in 
prices. 
As a consequence of the decline during 
the year 1920, the inventories at the end 
of the year, if priced at the market, reflected 
not only the usual difference on account of 
the physical change in the inventory but a 
loss equal to the difference between the cost 
of the units in the inventory and the lower 
market price at December 31, 1920. This 
would throw the loss into the cost of goods 
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sold whereas it really represents a loss on 
goods which have not been sold. The effect 
is bound to be reflected in the gross profit 
and may be sufficient in some cases to throw 
them out of line for comparative purposes. 
It would be preferable then presumably 
to price the closing inventory at cost for 
closing purposes thereby showing the 
correct cost of goods sold and gross profit, 
and after establishing the loss due to the 
difference between cost and market, show 
it in the profit and loss section of the in-
come statement as a loss due to inventory 
adjustment. The complementary credit 
would appear as a reserve in the balance 
sheet, thereby establishing the correct asset 
valuation of the inventory. 
Objection may be raised to this procedure 
on the ground that it involves two calcula-
tions of the inventory. The objection 
may be well taken if it follows the facts, 
yet it is questionable if the amount of work 
involved should be allowed to stand in the 
way of bringing out clearly so important a 
situation. Incidentally, a double calcula-
tion may not be necessary if index figures 
are used and the market decline is approxi-
mated. 
Business and Libraries 
TH E R E was a time, now happily past, when the juxtaposition of these two 
words was not an accepted fact. To-day 
business and libraries are in partnership. 
The rapid and beneficent progress of busi-
ness education has developed a type of 
business man whose mind is trained to the 
processes of research and whose experience 
has taught him the practical value—in-
deed, the imperative necessity—of exact 
information. 
These are troublous times for the 
man of business who is not informed. 
To-day's world is not the world of yester-
day; each day brings new problems. 
National boundaries, from the business 
point of view, no longer exist. We are 
to-day forced to think in international 
terms and speak a world-wide economic 
language. A t all times, and particularly 
in a time of uncertainty and transition 
such as the present, business needs knowl-
edge, exact, varied, and extensive. 
To meet this necessity for adequate in-
formation there has arisen a large and 
valuable body of business literature. Most 
of it has been produced in the last twenty-
five years and bears witness to the tremen-
dous development of business and finance 
throughout the last quarter century. A 
survey of this literature takes the student 
through the most minute processes of 
production and organization, to the wider 
problems of international finance. Much 
of it is written, not from the purely 
academic standpoint, which so often in the 
past expressed the theories of the so-called 
professional economist, but as the fruit of 
long and ripe experience in the actual con-
duct of business. 
Where there is literature there are 
libraries. This body of information must 
be housed, cared for, and used. The 
word "use" carries an almost unlimited 
application. To the executive the library 
may serve as a pilot guiding him through 
surrounding fogs or breakers ahead; to a 
young man or woman climbing the suc-
cessive steps of a business career, it fur-
nishes the means of accomplishment; while 
to still another it may afford the first 
impetus toward a productive life. 
But however applied and administered, 
the business library is now established. 
Financial institutions and manufacturing 
corporations, as well as the professions, 
have long since realized the necessity for a 
large and active library. 
Among these are the well-known libraries 
of the National Ci ty Company, Guaranty 
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Trust Company, Yale & Towne Manu-
facturing Company, United States Rubber 
Company, New Jersey Zinc Company, and 
many others whose libraries are not only 
the corner stones of their work and influ-
ence, but who perform a notable public 
service in offering to their employes the 
means to a useful, intelligent, and happy 
national life. Here "americanization" is 
not an empty abstraction. 
To the accountant, who must of neces-
sity be a close student of business life and 
tendencies, it is somewhat superfluous to 
point out the benefits of his library. For 
him it has always been indispensable. In 
these latter days, moreover, the need for 
intensive study as well as a broad knowl-
edge was never so apparent. The library 
is now more than a handmaid to business; 
it is, or should be, a loyal ally and a 
practical asset. 
It is with profound sorrow that we an-
nounce the death in Buffalo on January 
30, 1921, of M r . H . S. Champlin, manager 
of the Buffalo Office. M r . Champlin 
recently underwent an operation at the 
Homeopathic Hospital which he did not 
survive. 
M r . Champlin was a native of Buffalo, 
where his business interests were con-
centrated and where he enjoyed a wide 
acquaintance and the highest standing 
among business men. Prior to the con-
solidation of his practice with that of 
Haskins & Sells, on June 1, 1920, he had 
been engaged in professional accounting 
in Buffalo for twenty years. 
His loss will be deeply felt not only by 
us, but by the community in whose life 
he had so honorable and distinguished a 
part. 
The building occupied by our Saint 
Louis Office, hitherto known as the Third 
National Bank Building, has recently 
undergone a change of name, its new des-
ignation being the Liberty Central Trust 
Company Building. 
M r . R. J . Leo, of the San Francisco staff, 
has been appointed manager of the prac-
tice office recently opened in Portland, 
Oregon. M r . Leo is a C. P. A . of Oregon 
and of California. 
Our office at Paris has removed, under 
date of February 1, 1921, to new quarters 
at 2, Rue des Italiens. 
Book Reviews 
Hodge, A . C , and McKinsey, J . O. 
Principles of Accounting. (Chicago, The 
University of Chicago Press, 1920. 
389 p.) 
This familiar title serves to describe a 
typical text for first year students in a 
school of commerce of university grade 
where preparation for the accountancy 
profession is not the prevailing objective. 
The authors recognize three classes of 
students, however, in planning the book. 
The first falls in the group which is primar-
ily interested in the relation of government 
to business; the second, in preparing for 
public accounting; the third and largest, 
that group the members of which aim to 
become business executives or to devote 
their efforts to accounting of a non-
professional nature. 
While the book is of a high class, the 
exposition extremely clear, and the style 
good, it appears not to contain anything 
particularly new in content, arrangement, 
or method. 
The first chapter is, from certain points 
of view, the best in the book since it pre-
sents an unusually good conception of 
accounting. It stresses accounting as an 
instrument of business control and shows 
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the accountant's task as that of gathering 
data and preparing reports. But to do 
this effectually the accountant must under-
stand the structure and operation of busi-
ness organization and the problems of 
management. He must know not alone 
what information the executive needs and 
wants, but how to obtain the information. 
The book follows along the conventional 
lines, combining bookkeeping with the 
accounting. In outline it begins and ends 
with financial statements, discussing during 
the interim the usual subjects such as the 
particular accounts, trial balance, adjusting 
and closing entries, books, records, forms, 
procedure, etc. The discussion is inter-
spersed with laboratory exercises. Each 
chapter is followed by questions for class 
discussion and references for further study. 
There is no index but a good table of 
contents. 
It may or may not define accounting. 
The reviewer was not able to discover. 
But the authors have explained accounting 
with great clearness and good form. 
Carthage, Philip I. Retail Organization 
and Accounting Control. (New York, 
D . Appleton & Company, 1920. 349 p.) 
It is high time that business literature 
had something authoritative and satisfying 
on department store accounting. Although 
no reference to the department store 
appears in the title the book is practically 
devoted to that subject. 
The author offers as his credentials, 
"Twenty years in the retailing field in 
various sections of the United States in the 
capacity of merchandise manager, sales 
promoter, comptroller and office manager," 
which, he adds, have taught him "the 
requisites essential to the understanding of 
a well-informed department store 
executive." 
Having the point of view of the execu-
tive the author has kept it constantly in 
mind in his writing. Thus is explained, 
perhaps, why the subject has been treated 
so thoroughly. Intimate contact with the 
problems of management accounts no 
doubt for the local color of the modern 
department store which sparkles in places. 
The contents deal with the books, records 
and forms used in department stores, 
merchandising, turnover, balance sheet 
and profit and loss accounts, and burden. 
There is also what appears to be an "after 
thought" chapter on the "Alteration De-
partment." Fifty-eight forms serve to 
illustrate the text although one or two are 
so badly printed as to be of little use. 
The chapter on "Turnover" is very 
interesting not only on account of the dis-
cussion, but because of the tables which 
show the yearly turnover by departments 
for a number of stores individually and 
collectively. 
The book has little on accounting, 
strictly speaking, for the professional 
accountant. The greatest value for him 
consists in the store routine and procedure 
which is set forth. Executives and others 
interested in large retail organizations will 
find the book good reading and instructive. 
It should also be welcomed as a text in 
schools which have courses in merchandis-
ing and retail accounting. 
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Professional Consciousness 
A P U B L I C accountant may be honest; he may be industrious, personally 
agreeable, and technically capable, but 
if he fails to sense that moral responsibility 
which a professional accountant should 
possess, he fails to merit the title of pro-
fessional accountant. 
Too many accountants regard the work 
in which they are engaged as a business. 
To sell their services, or the services of men 
whom they engage as assistants, seems to 
be their main thought; excepting perhaps 
the expectation of receiving pay for the 
services. 
The saying that "a laborer is worthy 
of his hire" is perforce as true of account-
ancy as any other line of endeavor. That 
accountancy should have its business side 
as well as its technical side is essential 
to the successful conduct of any practice. 
But the business aspect should never be 
permitted to take precedence over every-
thing else. It should be kept in the back-
ground and made subservient to the all-
important purpose of professional practice; 
namely, to satisfy the client. 
The legal responsibility of the public 
accountant has scarcely been judicially 
determined in this country. Generally 
speaking, if he has acquired competency 
through education and experience, uses 
due diligence and is not guilty of negli-
gence, he is absolved from legal liability 
and may not be held for losses sustained 
by clients. But legal liability is hard, cold, 
and exacting, and has none of the finer 
feelings which attach to moral obligation. 
The bank or trust company which sus-
tains a loss because an employe by means 
of some ingenious trick has foiled a firm 
of capable and diligent public accountants 
and robbed the institution of securities 
may have no recourse as against the ac-
countants, but it is none the less dissatisfied 
with their services. Some accountants 
on the other hand feel no less keenly the 
sense of moral obligation even though 
the courts may not be disposed to hold 
them legally responsible. In a case similar 
to that mentioned, which happened some 
years ago, the accountants who "paid 
until it hurt" did so entirely because of 
a sense of moral obligation. 
"Take nothing for granted" is a good 
rule for accountants to follow and it 
means exactly what it says, subject of 
course to the qualification that its appli-
cation implies the exercise of discrimination 
which determines what is, and is not, of 
substantial importance. Taking things for 
granted may not result in a pecuniary loss 
to the firm, but it may bring loss of pro-
fessional reputation, prestige and standing 
which are after all more to be treasured 
than riches. 
Technical ability and performance are 
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vital to the attainment of professional 
excellence; but they must be accompanied 
by dignified conduct if accountants are 
to win and hold the respect and confidence 
of clients and their employes. They 
must be bound up with that sense of 
responsibility which finds its fulfilment in 
the moral obligation to satisfy clients in 
every respect. 
Little acts of indiscretion, like becoming 
seized with the group spirit and giving way 
to mirth and levity on a big engagement, 
tend to undesirable observation and some-
times comment on the part of clients' 
employes. They indicate lack of appreci-
ation of the seriousness which attaches to 
the accountants' work and what is ex-
pected of them. There are too many 
chances for error constantly lurking in 
the path, and of all the words in the 
vocabulary of an accountant "error" should 
be the most terrifying and abhorrent par-
ticularly when it applies to him. 
Professional consciousness may be some-
thing which is difficult for the younger 
men in the profession to understand or 
to acquire. It may be that it comes only 
with time and experience in the profes-
sional field. It means, in short, letting 
every act be guided by the thought that 
there is a moral obligation to satisfy the 
client in every respect, that there is a grave 
responsibility constantly resting on the 
public accountant, and that the client 
wil l not be satisfied nor the responsibility 
discharged unless the accountant's work 
is technically correct, his conduct above 
reproach, and there is complete confidence 
on the part of the client in the integrity 
of the accountant. 
Grammatical Construction and the Use of Words in Accountants' 
Reports* 
By J . M . P A L E N , of the New York Office 
GE O R G E B U R T O N H O T C H K I S S has written a book on business cor-
respondence which is built around what 
he calls the "Five C's" of business English. 
These five C's are, in the order of their 
relative importance, clearness, correctness, 
conciseness, courtesy, and character. Of 
course, the book deals principally with 
sales letters and other letters whose prin-
cipal object is the getting of business, 
but these five C's are just as important 
in the accountant's report as in any other 
form of business correspondence. 
It is true, however, that courtesy and 
character are comparatively easy to at-
tain in the formal report, and for that rea-
son much time need not be devoted to 
their discussion. 
Courtesy requires the use of tact in mak-
ing criticisms and recommendations. Of 
course, we can never withhold important 
truths, however unpalatable they may be, 
but where it is necessary to criticize we 
may do so in as inoffensive a manner as 
is consistent with truthfulness. 
The character desired in a report is 
that obtained by the use of a dignified, 
impersonal tone. Outside the presentation, 
never use the words you or your. Do 
hot say "your books show," say "the 
books show," or, if necessary to specify 
further, "the books of the company"; 
say "employes of the company," not 
"your employes"; and " M r . John Logan, 
secretary of the company," not "your 
secretary." 
As much as is possible, the use of the 
word "we" should be avoided. In many 
* A talk before the Professional Training Conference, June 7, 1920. 
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reports paragraph after paragraph begins 
with "we counted," "we verified," "we 
inspected." Sometimes it is necessary to 
begin a sentence with "we" in order to 
avoid an awkward construction, but nine 
times out of ten the effect is improved by 
reversing the order; as, "The entries in 
the property accounts were checked and 
found to be proper"; "The notes receivable 
were inspected," etc. 
Unnecessary personal references of any 
kind should be avoided. Take this sen-
tence: "The above shortage is probably 
due to someone not having obtained a 
receipt for some disbursement." Notice 
that it is improved by this arrangement: 
"The above shortage may be due to 
failure to obtain receipts for disburse-
ments." 
Clearness, correctness, and conciseness, 
the remaining three qualities, are so im-
portant in an accountant's report that each 
sentence should be tested to see that it 
possesses each of these three qualities. 
Clearness means not only that each 
statement can be understood but that it 
cannot be misunderstood. Correctness re-
lates to both the subject matter and the 
manner in which it is expressed. The 
facts must be exactly stated; the con-
struction must conform to the rules of 
grammar; and the words must be used in 
their correct sense. Conciseness requires 
that every thought be expressed in as few 
words as is consistent with completeness 
and smoothness. Conciseness is not to be 
confounded with brevity. Many people, 
in their desire to be brief, leave out 
important facts, or omit words necessary 
to the construction. Conciseness never 
requires the omission of things that are 
of value, but does require the omission 
of everything that is not of value. 
In the matter of building sentences 
clearly, there is many times no question 
of right or wrong, but always a question 
of varying degree of clarity, of actual effect. 
Strong, direct sentences in which the ideas 
are logically arranged make for clearness. 
The principal idea in the sentence should 
occupy the principal clause. Important 
sentences and first sentences of paragraphs 
should not have weak beginnings. When 
paragraph after paragraph starts out with 
"this item" or "this asset" the effect of the 
entire report is weak. If we wish to say 
that "Accounts aggregating $10,000.00 
are more than one year old," it is more 
effective to say so at once, rather than to 
preface the statement with an uninteresting 
and unimportant introductory phrase, as 
"While examining the accounts receiv-
able we noted that the items aggregating 
$10,000.00 are more than one year old." 
Changing the viewpoint in a sentence 
weakens its effect. When we say "The 
entries in the plant property accounts 
were checked and appear to be proper," 
the thought runs smoothly through the 
sentence; but if we say "We checked the 
entries in the plant property accounts, and 
they appear to be proper," the thought is 
shifted unnecessarily from "we" to "they," 
meaning the accounts, and the effect is 
not so good. 
Long rambling sentences in which clause 
after clause is tacked on are a hindrance 
to clearness because by the time the 
reader reaches the end he has forgotten 
what the first part of the sentence is about. 
I abstracted this sentence from a report 
which fell into my hands: 
"We have reconciled the accounts with the 
various correspondent banks, and in this con-
nection, during the course of examination 
while endeavoring to effect a reconciliation 
with correspondent banks, our representa-
tive, working in conjunction with Mr. Francis 
of the bank's accounting department, de-
veloped the fact that the chief teller of the 
commercial department had taken credit for 
amounts which should have been credited 
to the National City Bank of New York." 
It is better to err on the side of short 
sentences than to join a half dozen or 
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more unrelated ideas with a series of 
"ands" and "buts." 
Parallel ideas in a sentence should be 
put, as a rule, in parallel construction. 
Thus, we should say "The books are fre-
quently out of balance due to carelessness 
on the part of clerks and to lack of super-
vision," rather than "The books are fre-
quently out of balance, due to carelessness 
on the part of clerks, and because super-
vision is lacking." In the first sentence 
the thought runs along much more 
smoothly. 
If one of the ideas is subordinate to the 
other, they should be joined by connec-
tives which wil l express the proper rela-
tionship between them, such as because, 
although, in accordance with, etc. Notice 
the weakness of this sentence: " N o 
entries of deposits made or checks 
issued appear on the check book stubs 
from June 3, 1919, to the date of our 
audit, but the bank account is active." 
Notice that the relationship of ideas is 
better brought out and that the sentence 
is more emphatic in this arrangement: 
"Although the bank account is active, 
no entries of deposits made or checks 
issued appear on the check book stubs 
from June 3, 1919, to the date of our 
audit." 
Clearness is hindered by a poor arrange-
ment of ideas, as in this sentence: "During 
the period depreciation was charged to 
operations at the following rates for nine 
months." It is not clear here whether the 
rates were for nine months or whether 
they were yearly rates of which a nine-
months' proportion was taken. Assuming 
the latter to be the case, the sentence 
would be clearer if it read as follows: 
"During the nine months under review, 
depreciation was charged to operations 
at the following annual rates." 
Exactness in thought and expression is 
necessary to clearness. The writer of a 
report sometimes says that the accounts 
receivable were checked and found to be 
in agreement with the controlling account, 
whereas it was the aggregate of the items 
that was in agreement with the controlling 
account, not the accounts. 
In connection with capital stock it is 
a common error to say that the capital 
stock outstanding, as shown in Exhibit 
" A , " is in agreement with the number of 
shares shown to be outstanding by the 
stubs of the stock certificate books. The 
stubs are stubs of the stock certificates, 
not of the stock certificate books, and it 
is not correct to speak of them in that 
manner. 
Likewise, under investments, we some-
times read that we did not inspect the 
stocks owned, whereas what is meant is 
that we did not inspect the certificates 
of stocks owned. 
Once I found a journal entry the pur-
pose of which was said to be to charge to 
profit and loss the balance of live stock 
account disposed of July 14, 1918. U n -
doubtedly, it was the live stock that was 
disposed of, not the account. 
Occasionally someone speaks of pro-
vision having been made at an annual 
rate of 10 per cent. of the book value of 
some asset account. What he means, of 
course, is the book value of the asset. 
This is quite a common error. 
Any construction or word which at-
tracts attention to itself by its unusualness, 
distracts attention from the thought, and 
therefore is a hindrance to clearness. For 
this reason words which have been dropped 
from current use should not be employed 
where their use can be avoided, as in the 
case of the word proven as past parti-
ciple of the verb prove. Although it is 
perfectly correct to use proven as the 
past participle of the verb, in current 
practice proven is used only as an adjec-
tive, and proved has succeeded proven as 
the past participle of the verb. For 
that reason it is preferable to say "The 
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computations were proved" rather than 
"The computations were proven." Simi-
larly, the word incompleted, while correct, 
is unusual, and not completed, incomplete, 
or uncompleted is better. 
As to the quality of correctness, it is 
not necessary for me to enlarge on the 
need for accuracy in every statement of 
facts or figures appearing in the report. 
As to grammatical correctness, I find that 
there are some types of errors which occur 
over and over again. The most con-
spicuous of these I shall take up. 
The matter of tense seems to be a 
stumbling block to many. The past tense 
is the tense of narration. Hence we use 
the past tense throughout the comments, 
except when the facts indicate the need 
for a distinction. Consequently we say 
throughout the report "The cash was 
verified," "The securities were inspected," 
etc., not "has been verified" or "have been 
inspected." 
Present facts, that is, statements which 
are always true or the truth of which con-
tinues into the present, are expressed in 
the present tense; as "The accounts receiv-
able were reviewed with the credit manager 
and appear to be collectible. We are in-
formed that it is the Company's practice 
to write off accounts receivable as soon 
as they are regarded as uncollectible"; 
also, "The inventories are stated at cost." 
In referring to the inclusion of items in 
any of the exhibits, the present tense is 
used: "The contingent liability on notes 
receivable is shown in Exhibit " A " ; "This 
apparent discrepancy is due to errors in 
accounting, which are detailed hereafter 
in these comments"—not "which wil l be 
detailed." 
(To be continued) 
Two Letters 
A P R O P H E C Y is fulfilled and a well-deserved tribute expressed in two 
letters, which are substantially reproduced 
below, and which relate to our M r . Paul 
Shepard who recently completed a most 
difficult "lap-over" engagement for one 
of the leading railroads of the country. 
M r . Simson, in writing to M r . Ludlam 
under date of October 23, 1905, referred 
to M r . Shepard as follows: 
I have known Mr . Shepard for the past 
fifteen years and believe he would make an 
exceptionally good man. . . . He is far above 
the average as an accountant and is not 
handicapped in any way by personal habits 
which would make him objectionable. He 
is extremely quiet in his manner, but I know 
that he is thorough in his work and a man of 
more than ordinary discretion. I believe that 
if you can use him you will not regret it and 
that he will be an addition to the force." 
As a sequel to the above, M r . H . W . 
Eastman, formerly of our staff and now 
with the United States Railroad Adminis-
tration, wrote the following to M r . Cook 
under date of December 29, 1920: 
I heard a few comments the other day 
which pleased me but which I thought would 
please you more. The accountant assigned 
to check the separation of the , and who 
is one of the best in the Railroad Adminis-
tration, after spending a brief period on the 
work, returned to Washington and reported 
that the Railroad Administration would be 
throwing money away to go into it; that the 
separation made by Shepard was the finest 
that could be made; and other comments 
along the same line. Mr. Shepard holds a 
high place in the opinion of our Mr . 
who is in charge of field audits. I thought 
you might be interested in knowing how 
some of your men are esteemed by the 
opposition. 
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"For Ways That Are Dark" 
PE N I T E N T I A R Y terms have fallen to the lot of certain individuals who 
have specialized in inter-company tangles. 
Odium has been the portion of others who 
have turned tricks of high finance, some 
apparently innocent, some intended to 
deceive. What will be the fate of the in-
dividual who conceived and staged the 
treacherous little drama described below 
is difficult to foretell. It is to be hoped 
that contact with one of our offices will 
teach him the error of his ways and the 
utter futility of hoping for success while 
such tactics are employed. 
The story is related substantially in the 
words of our office concerned, in a letter 
to the Executive offices, as follows: 
"In the preparation of our balance sheet 
for the Lateska Corporation of Indiana, 
as of December 31, 1920, we shall appreci-
ate having you advise us by wire on the 
following: 
"The cash account as per the books 
showed at December 31, 1920, a debit 
balance of some 375,000, represented prin-
cipally by moneys on deposit with the 
Bullard Bank & Trust Company. The 
confirmation received from the Bullard 
Bank & Trust Company certifies that the 
Lateska Corporation of Indiana had such 
amount to its credit as of December 31, 
1920. 
"Upon investigation, however, we find 
that on January 3, 1921, the bank debited 
the account of the Lateska Corporation 
of Indiana in the sum of approximately 
$75,000. Upon discussing the matter with 
M r . W . F . Sutton, president, we find the 
transaction to be as follows: 
"On December 31, 1920, the Lateska 
Corporation (of Illinois) the parent cor-
poration, gave to the Lateska Corporation 
of Indiana (a subsidiary corporation, the 
audit of whose books and accounts we 
are at present discussing) its check in the 
sum of approximately $75,000 as part 
payment on account of the amount owing 
by it to the Lateska Corporation of Indiana 
which check the latter deposited to the 
credit of its account in the Bullard Bank 
& Trust Company. 
" M r . Sutton further advises us that he 
made a personal loan to the Lateska Cor-
poration (of Illinois) of some $75,000 by 
sending his check to that company which 
check was to be deposited to meet the 
check of that company which had been 
issued to the Lateska Corporation of 
Indiana; however, owing to lack of time, 
he was unable to forward to the bank 
funds to meet the check drawn by him 
on his personal account and he notified 
the Bullard Bank & Trust Company not 
to clear the check of the Lateska Corpora-
tion (of Illinois) which he had deposited 
on December 31, 1920. 
" M r . Sutton frankly states that his 
whole idea in this transaction was to show 
a substantial cash balance in the accounts 
of the Lateska Corporation of Indiana 
and feels that so long as the Bullard Bank 
& Trust Company certified that at De-
cember 31, 1920, there was $75,000 to the 
credit of the Lateska Corporation of Indi-
ana, we should show it on the balance 
sheet of that company. 
"We, however, take the stand that the 
transaction was an incomplete one inas-
much as the check of the Lateska Cor-
poration (of Illinois) had not been cleared 
and therefore the original transaction of 
the deposit of this check becomes null and 
void. 
" M r . Sutton advises that it is quite 
customary for corporations to have trans-
actions of this nature, either by means of 
loans for two or three days, or otherwise, 
at the close of their fiscal periods, to enable 
them to show substantial cash balances 
on their statements. 
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"What we should like to be advised is, 
whether we should accept the certificate 
of the bank and show the cash balance 
of the corporation as some $75,000, or 
whether we should consider the transaction 
null and void." 
In reply to which the following reply 
was sent by wire from the Executive offices 
to the practice office having the engage-
ment in charge: 
"Your letter twelfth. If certificate is 
required by Latco you should consider 
transaction null and void. If client re-
quires only audit report without certificate 
cash account should appear in balance 
sheet subject to comments and latter 
should set forth all facts." 
Supplementing the above went a letter 
of which the following are extracts: 
"Beyond the utmost vigilance, the other 
and surest way of protecting our name 
and good wil l would be to dissolve rela-
tions with corporations dominated by M r . 
W . F . Sutton. Such a measure, of course, 
would be very drastic and we should hesi-
tate to use it unless you were to recommend 
it. Of course, we do not need to comment 
to you upon the reprehensible nature of 
the acts by which an attempt was made to 
deceive us." 
The following members of our organiza-
tion are to be congratulated on their recent 
attainment of the C. P. A . certificate of 
the several states specified: 
M r . P. S. Gibson, New York Office, 
Pennsylvania; M r . H . R. Gore, New York 
Office, New York ; M r . J . L . Mart in , New 
York Office, New Jersey; M r . Eli jah Bates, 
Cleveland Office, Indiana. 
Book Review 
Keir, Malcolm. Manufacturing Industries 
In America. (New York, The Ronald 
Press Company, 1920. 324 p.) 
The accountant who glances over the 
pages of a new book may be pardoned if 
he wonders, perhaps selfishly, what value 
the volume may have for him from a 
technical point of view. Such, at any rate, 
was the attitude of mind in which the re-
viewer opened the treatise under con-
sideration. 
Having read the book from cover to 
cover, which is something a reviewer sel-
dom does, the accountant whose pleasant 
duty it is to review Keir's "Manufacturing 
Industries in America" is put to some em-
barrassment to describe his enthusiasm 
for it. 
The book is exceedingly entertaining. 
Few writers on dry technical subjects 
have been able to arouse more than tech-
nical interest. There is little of romance 
about iron and steel and cotton and wool. 
But Keir has written a historical novel 
with the industries as characters. He 
appeals to the interest of the reader by 
the simplicity of his style. He holds it 
with the cleverness of his composition. 
The book is instructive as well as enter-
taining. It brings out many bits of infor-
mation which the average reader would 
rarely run across. For example, "Eastern 
Massachusetts has no high-grade iron 
although it was endowed with a poor 
variety known as bog ore, yielding from 
25 to 50 per cent. of iron. As its name 
indicates, this ore was found in swamps 
or at the bottom of ponds, precipitated 
from the water by minute animals. . . . 
It lay from one-half to two feet deep, so 
a man in a boat working diligently with 
grappling irons or tongs could gather two 
tons in a day. . . . Thus one constricted 
area with a number of large ore-bearing 
ponds could keep a small-scale furnace in 
continuous operation. For example, a 
pond at Middleboro, Massachusetts, 
yielded 300 to 600 tons of ore a year for 
over 60 years." 
Read what the author says about the 
Bessemer process of making steel. "The 
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world needed abundant cheap steel; how 
to get it was the problem. The riddle was 
solved in England by Sir Henry Bessemer. 
He poured fifteen tons of molten pig iron 
into a movable pear-shaped retort and then 
blew hot air through the mass for about 
twenty minutes. The air combined with 
the carbon in the pig iron and passed out 
of the iron and the retort in the form of 
flames, spitting, sparking, and roaring 
from the mouth of the vessel. When all 
the carbon was gone, a definite measured 
amount was restored to the iron. When 
the melted mass was poured into moulds 
it was no longer iron but steel, stronger 
than iron and almost as cheap. This 
process of steel-making gave the world 
what it wanted; steel made in thirty 
minutes, not three months, steel little more 
expensive than iron, steel many times 
stronger than iron. But the United States 
had to wait eight years before it could use 
this great industrial boon; lawsuits stood 
in the path of progress. In 1856, when 
Bessemer tried to patent his process in 
the United States, he found that a Will iam 
Kelly had made an independent discovery 
of the same idea and that Kel ly claimed 
priority, a claim that was sustained," etc. 
Other typically bright spots, from the 
point of view of information, are as fol-
lows: "Wool fiber is greatly affected by 
the climate, the breed of sheep, and the 
soil over which the animals browse. If 
the climate is not even, but has a period 
of cold succeeded suddenly by a period 
of warmth, the portion of the fiber which 
grew stoutly in response to the cold 
weather is weakened in the succeeding 
warm weather and an almost perceptible 
joint occurs within the one fiber. Of course, 
the presence of this joint impairs the 
strength and lowers the value of the fiber 
in which it occurs," etc. 
"Because their hides are thinner and 
more 'spready' it happens that neither 
calves nor cows give as valuable hides as 
steers; consequently, in so far as our 
farmers take up dairying just so far is the 
number of heavy hides reduced. From a 
different cause but with the same effect, 
the changed attitude of cattlemen toward 
breeding reduces the stock of sole leather. 
Since wild cattle have the thickest hides 
and the highest bred beeves the thinnest, 
it follows that whenever ranch men turn 
attention to improving breeds they aim a 
blow at the best grades of leather." 
Much criticism has been leveled at 
accounting curricula because they incline 
too much to the vocational or professional 
side. Much has been said of the tendency 
of the accountant to be narrow and super-
ficial; that his systems sometimes fail 
because he is not informed nor takes the 
trouble to become informed on fundamental 
manufacturing processes; that when suc-
cess begins to come to him he is satisfied 
to jog along buried in thought which relates 
only to accounting. 
Here then is a book versatile in its po-
tential helpfulness. Every student of 
accounting or of accountancy should read 
it as a part of his foundation work. It is 
not too late to go back and put in some 
of the foundation even after the structure 
is partially reared. To the accountant in 
active practice it should give breadth of 
vision, at the same time stimulating his 
mind to keener and better analysis, par-
ticularly in the matter of industrial proc-
esses to which cost accounting is so closely 
related. To the successful and satisfied 
accountant it should prove an interesting 
diversion, serious enough not to be light, 
yet so cleverly written as to make inter-
esting reading of what might easily be very 
dry stuff. Last, but by no means least, 
it should have a wide appeal because i t 
furnishes such an excellent historical 
background for the present industrial 
situation. 
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"Know Thyself" 
IN these latter days we hear many voices 
raised to extol the merits of self-con-
fidence. Self-confidence, we are told, is 
indispensable; it is the quality which ex-
pands the chest, raises the head, enables a 
man to look his neighbor straight in the 
eye, to persevere in his aims, to surmount 
obstacles; in short, to achieve. 
And yet, what do the biographies of 
great men tell us? In the circle of our 
own observation, what is our experience? 
We all know that many who have been 
acclaimed as the great ones of the earth 
have been the most modest of men in es-
timating their own performance. Far from 
being sure of themselves, they have pro-
ceeded cautiously, often in fear and trem-
bling, and with torturing doubts of the 
ultimate result. Their faith, not in them-
selves, but in the goal they were striving 
for, upheld them. 
Who can fathom the depths of discour-
agement that must have filled the heart of 
Washington at Valley Forge? Lincoln, 
too, even while pursuing an undeviating 
course, was harassed and racked in soul by 
the cruel responsibilities of his position. 
If the truth were known, many great 
and successful men might confess to a 
sense of defeat—so slight, in their eyes, 
has appeared their actual accomplishment 
in comparison with the loftier ideal they 
had striven, with undaunted courage, to 
realize. 
On the other hand, it has passed into a 
proverb that "fools rush in where angels 
fear to tread." There is no one who has 
not seen the cocksure, complacent blun-
derer wreaking havoc, or drawing upon 
himself the ridicule of his fellows, all in 
sublime and fatuous unawareness of his 
own limitations. In his case, his self-
confidence is his undoing. 
Self-confidence, it must be admitted, is 
an unsafe guide. Like many another de-
sirable quality, it is a good servant, but a 
bad master. Without the light of self-
knowledge it stumbles in the dark. 
"Know thyself" is the beginning of all 
wisdom. To say that it is not easy of at-
tainment is as true as to concede once for 
all that nothing worth doing or having is 
easy. It calls for a constant and search-
ing examination into the sources of one's 
own weakness and strength—an exercise 
of judgment which is just as necessary for 
the man who errs through over-confidence 
as for him who is prone to disparage him-
self unduly. It does not by any means 
imply an excess of self-consciousness, a 
priggish attitude, or a morbid introspec-
tion. It is a purely intellectual process. 
Nothing surely could be more to a man's 
interest and advantage than this deliberate 
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and detached appraisal of himself. Every 
mother's son is a composite of good and 
bad; of strength and weakness. To be 
able to look at oneself dispassionately and 
critically, with an eye on definite results, 
is an exercise of mentality that is worth 
a struggle to master. Only thus come 
growth and development. Weakness, by 
taking thought, may be overcome; strength 
may be heightened and made more effec-
tive; both may be brought into a proper 
relation with a man's ultimate ambition. 
There is a self satisfaction that is often 
merely an indication of paucity of ideals; 
just as timidity, hesitation, or lack of in-
itiative spring from a baseless fear. Rec-
ognition of the root of the difficulty is half 
its cure. 
Taking stock is just as important and 
profitable an operation when applied to 
oneself as when it deals with goods or mer-
chandise. If it sometimes yields results 
disturbing to one's peace of mind, dis-
couragement need not necessarily follow. 
The quaint saying of an old writer 
conveys a bracing thought—"Be always 
displeased at what thou art, if thou desire 
to attain to what thou art not; for where 
thou hast pleased thyself, there thou 
abidest." 
WH E N it is necessary to refer to action completed prior to the time indi-
cated by the principal verb, usually the 
past perfect is used with the past tense 
and the present perfect with the present 
tense; as, "Reconciliation of the bank 
account disclosed the fact that the check 
book and the bank statements had not 
been reconciled since Apr i l 30, 1919"; and 
"we understand that the new company has 
agreed to take over these assets at book 
value." There are a great many combina-
tions of tenses used to indicate varying 
periods of time. In such cases we have 
to use our judgment as to which combina-
tions express the correct relationship. 
In the presentation we use the present 
perfect tense to denote action completed; 
as, "Pursuant to engagement, we have 
audited your books and accounts for the 
year ended December 31, 1919, and sub-
mit herewith the following described ex-
hibits and schedules." The present tense 
is used in the case of "submit" because the 
action of submission is presumed to take 
place on the day the presentation is dated. 
Another very common error is in the 
placing of modifiers. Each modifier should 
be so placed that the reader sees unmistak-
ably to what word or group of words it 
refers. Only is a word which is fre-
quently misplaced. Take this sentence: 
"The selling expenses only include one-
half of the sales manager's salary." Only 
refers to one-half, not to include, 
and the sentence should read: "The 
selling expenses include only one-half of 
the sales manager's salary." Occasionally, 
on the bottom of a balance sheet we find a 
foot-note like this: " N o provision for 
Federal income and profits taxes is in-
cluded in the above statement for the 
period from January 1 to October 31, 
1919." Obviously, what is meant is that 
no provision for taxes for the period from 
January 1 to October 31, 1919, is included 
in the statement. In this sentence the 
meaning is obscured by poor placing of 
modifiers: "The amount of this asset 
represents the book value thereof, after 
the deduction of depreciation at an annual 
rate of 20 per cent. from cost, no veri-
Grammatical Construction and the Use of Words in Accountants' 
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fication of which was made by us." It is 
not clear what the clause "no verification 
of which was made by us" modifies— 
whether it is the amount of the asset or the 
amount of the depreciation. It would be 
necessary to recast the sentence in order 
to show the meaning. This expression 
was used in a recent report: "depreciation 
of 1 ¼ per cent. per quarter of book value." 
What was meant in this case was "depre-
ciation of 1 ¼ per cent. of book value per 
quarter." 
A verb should agree in number with its 
subject noun, not with an intervening 
modifier. Thus we say "the total of 
accounts receivable differs." Differs 
agrees with its singular subject total, 
not with accounts. 
A singular subject, although followed 
by a parenthetical phrase, takes a singular 
verb. In the sentence, "The amount of 
this note, together with the pledge as 
collateral thereto of 15 shares of A Com-
pany stock, were verified by confirma-
tion obtained from the War Credits 
Board," were is incorrectly used be-
cause the subject is amount and the 
phrase together with the pledge is a 
modifying phrase, not another subject. 
The sentence should read, "The amount 
of this note, together with the pledge as 
collateral . . . was verified," etc. 
Two or more singular subjects joined by 
or or nor take a singular verb, and 
two or more subjects of a different num-
ber joined by or or nor take a verb 
of the number of the nearest subject. 
Thus, we should say, "Neither the sales 
records nor the cash book contains a 
record of this transaction." 
Principal verbs should not be supplied 
from one part of the sentence to another 
if the same form is not grammatically 
correct in both parts. Observe how this 
principle is here violated: "$2,000.00 has 
been paid in cash on this subscription 
and twenty shares of stock issued therefor." 
If we try to supply from the first clause 
the part of the verb that is missing from 
the second clause we have this result, 
"twenty shares of stock has been issued," 
which is, of course, wrong. The sentence 
should read: "$2,000.00 has been paid 
in cash on this subscription, and twenty 
shares of stock have been issued therefor." 
In an undue desire for brevity some of 
us leave out participial adjectives where 
they are necessary to complete the con-
struction, as in "certifications from de-
positaries," meaning "certifications ob-
tained from depositaries"; or "an error by 
the branch," when we mean "an error made 
by the branch." 
Others leave out auxiliary verbs, as 
here: "I t is recommended that this prac-
tice be discontinued and the property 
accounts charged only with the cost of 
newly acquired property." This sentence 
should read "and that the property ac-
counts be charged, etc." 
As a rule, subordinating conjunctions 
should not be omitted. One of the com-
monest of errors is to leave out the con-
junction that; as, "We are advised this 
item covers expenses in connection with 
experiments," "We are informed the com-
pany expects settlement." 
Perhaps the commonest of all errors 
found in reports is the omission of the 
words "to be." Over and over again we 
read that certain charges or credits were 
examined and "found correct," instead of 
"found to be correct." It is only after 
verbs of making, calling, and choosing 
that "to be" may be omitted in this 
construction. 
The articles a, an, and the should 
not be omitted. Only in telegrams 
is this permissible, and even there it is 
sometimes not good form. They should 
not be used, however, where they give an 
incorrect turn to the meaning, as in the 
expression, "physical inventories were 
taken by the employes of the company," 
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which, apparently, means that the inven-
tories were taken by all the employes of the 
company, whereas the facts probably are 
that the inventories were taken by em-
ployes of the company; that is, by some 
of the employes. 
There is a tendency, also, to omit prep-
ositions. It is better to say, "the cash 
on deposit at December 31, 1919," than 
"the cash on deposit, December 31, 1919." 
This rule is not, however, a hard and fast 
one, and we say repeatedly, "the year 
ended December 31, 1919," omitting the 
on, and, in certificates, "the year ended 
that date." These, however, are set ex-
pressions. Generally speaking, preposi-
tions should not be omitted. 
It is better not to place an adverb or 
a phrase between the infinitive and its 
sign to; e.g., "We are unable to satis-
factorily effect a reconciliation." This is 
what is called the split infinitive, and while 
permissible to avoid an awkward con-
struction, it is usually considered poor. 
"We are unable satisfactorily to effect a 
reconciliation" is correct. 
In speaking of the difference between 
two things we should be careful to specify 
the two things between which the difference 
exists. Notice what this sentence says: 
"The shortage of $2.24 represents the 
difference between the bank balance as 
shown by the company and the bank." 
It says that the difference is between the 
balance and the bank. The difference is 
really between the balance as shown by 
the Company and that shown by the bank. 
A participle should not introduce a 
sentence unless it logically modifies the 
subject of the sentence. Under accounts 
receivable we sometimes find this com-
ment: "Having reviewed the accounts 
with the credit manager, all appear to be 
collectible." Obviously, this is impossible, 
because the subject of the sentence is all, 
meaning all the accounts, and having re-
viewed cannot modify that. Probably the 
best way to say this is, "The accounts 
were reviewed with the credit manager 
and appear to be collectible." Or, we might 
say "The accounts having been reviewed 
with the credit manager, all appear to 
be collectible." This is what is known as 
the absolute construction and is gram-
matically correct, but it is a loose con-
struction and does not express the true 
relation between the subordinate idea and 
the main idea, and should not be used 
too frequently. 
The placing of commas gives us all 
trouble at times. It is a Haskins & Sells 
rule to use a comma after each of a series 
of three or more words where the con-
junction and is used between the last two 
words. For instance, when we say "land, 
buildings, and equipment," we put a 
comma after land and one after buildings. 
One comma rule that needs to be em-
phasized is that when an adjective phrase 
or group is restrictive it should not be 
preceded by a comma. For instance, if 
we say that the factory expenses were 
distributed on the basis of the materials 
which were consumed in manufacture, and 
place no comma after the word materials, 
the implication is that not all the materials 
were used in manufacture, and that the 
expenses were distributed on the basis of 
the amount of materials which were used; 
but if we put a comma after materials, the 
clause ceases to be restrictive and becomes 
merely descriptive. The implication is then 
that the expenses were distributed on the 
basis of materials; that is, all the materials, 
and that as an afterthought it is added that 
the materials were used in manufacture. 
(To be concluded) 
We note with pleasure that M r . H. F . 
Farrington, manager of the Watertown 
office, and M r . H . L . Patch, of the C in -
cinnati office, have recently passed the C. 
P. A . examinations in their respective 
States of New York and Ohio. 
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Some Characteristics of Producing and Marketing Cuban Sugar 
By J . L . BARNETT , of the New York Office 
A S U G A R estate in Cuba divides itself, in the main, into an agricultural 
and a manufacturing department. The 
fields are divided into plantations called 
colonias, and the land on which the mill, 
administration buildings, and employes' 
houses are situated is known as the batey. 
The agricultural department is busily 
engaged the whole year. During the dead 
season, from June to December, this de-
partment takes care of cultivating, clean-
ing and ditching old lands, and prepares 
virgin lands for planting by tumbling and 
burning timber, cleaning up and reburning 
fields, cutting and hauling seed cane, and 
planting seedings. In the grinding season, 
a very important function of this depart-
ment, through the transportation section, 
is to keep the mill supplied with cane. 
The magnitude of this undertaking is 
appreciated when it is realized that a mill 
with a seasonal production of 325,000 bags 
of sugar grinds every working day approxi-
mately 120 cars of cane of 2,000 arrobas 
each, or 6,000,000 pounds. 
The yield of cane per caballeria (333 1/3 
acres) planted on new lands ranges from 
100,000 arrobas commencing with the 
second crop, to 30,000 at the eighth crop. 
In order to obtain fairly high yields, re-
plantings are made at intervals of from 
seven to ten years. 
The sources of cane are from either the 
company's lands operated by it or rented 
to outsiders, or from lands owned by 
independent farmers. When a company's 
lands are rented, contracts are entered 
into with the farmers, or colonos, as they 
are known in Cuba, covering a period of 
years. The terms of these contracts differ 
somewhat according to location. 
Cane grown by a company on its own 
lands is known as administration cane. 
This cane is weighed on field scales, located 
at loading places on the railroad spurs 
that branch out into the plantations and 
connect with the batey lines, and again 
on the batey scales when the cars arrive 
at the mill. As far as the mill is con-
cerned, no distinction is made between 
administration cane and that received 
from others, because the company's plan-
tations are credited for the value of the 
cane at the same number of arrobas of 
sugar and the prevailing monthly average 
prices paid to colonos who own their lands. 
Because of the high average prices that 
prevailed for sugar during the grinding 
season of 1919-1920, a majority of the 
plantations producing administration cane 
showed large profits. 
As all of the cane is cut by hand and 
hauled by ox-carts, the disbursements 
made for cutting and hauling administra-
tion cane are charged to the plantations 
from which the cane is taken. Cane cut-
ters are paid by weight. The hauling 
charge is also based on the weight of the 
cane and varies according to the distance 
to the railroad spur as well as whether the 
company's oxen and carts are used. Dr iv-
ers employing their own live stock and 
carts are paid twice as much as those who 
use the company's equipment. The weights 
used in paying for cutting and hauling are 
those recorded by the field scales. For 
this reason it is essential that these scales 
be in agreement with those located on the 
batey. 
Each cutter has assigned to him a driver 
who hauls the cane to the field scales. In 
a number of sugar estates, the field 
weighers are provided with small liquida-
tion books. These forms are printed in 
triplicate and the first and second copies 
are perforated. After the cane is weighed, 
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the perforated copies are given to the 
driver who retains one and delivers the 
other to the cutter. From the copy which 
remains in the book the field weighers pre-
pare daily statements which are forwarded 
to the general office. This statement pro-
vides for the name of the colonia (planta-
tion), field scales number, name of cutter, 
price per 100 arrobas, liquidation number, 
cart number, weight of cane, cane car 
number, name of driver, price per 100 
arrobas.(to be paid to the driver), voucher 
number and remarks. 
As the drivers and cutters are frequently 
located quite some distance from the 
cashier's office, they either cash or trade in 
their liquidations at the cantina located on 
the plantation on which they are working. 
When the owner of the cantina has col-
lected a number of these liquidations he 
presents them to the cashier for payment. 
Before he receives reimbursement the 
liquidations are checked by the Account-
ing Department with the daily field weight 
statements. 
The company has no direct interest in 
cutting and hauling expenses incurred on 
cane received from outside colonos, but in 
the case of those operating on lands rented 
from it, colonos are always allowed suffi-
cient funds out of cane liquidations to pay 
for these expenses. These colonos are 
furnished with forms which embrace only 
the name of the plantation, date of ship-
ment, car numbers and weights. These 
forms are sent each day to the mill in 
sealed envelopes. When the cars are re-
ceived at the batey they are weighed by 
the company's weigher who prepares a 
daily statement on which are recorded the 
car numbers and gross and net weights. 
With the exception of the cars loaded 
with administration cane, the batey 
weigher is not supposed to know to which 
colonia the cars of cane that he weighs 
belong. In order to minimize collusion 
between the company's weigher and the 
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field weighers of other plantations, the 
Accounting Department makes a compari-
son of the weights shown on the daily 
statement furnished by the former with 
those received from the latter. Cane 
liquidations are based on company's 
weights which, almost without exception, 
are less than those reported by colonos. 
A classification of accounts reflecting 
the seasonal operations of colonias pro-
ducing administration cane should provide 
for the following: 
EXPENSES: 
Field expenses: 
Pastures 
Supplies 
Cultivation 
Cleaning 
Ditching 
Camp guards 
Cutting and hauling cane 
Maintenance expenses: 
Agricultural implements 
Cane carts and equipment 
Field derricks and scales 
Railroad lines 
Telephone lines 
Roads and bridges 
Fences 
Wells and water service 
Buildings 
General expenses: 
Superintendence 
Hospital and sanitation 
Cattle attendance 
Horse and mule attendance 
Watchmen 
Importation of labor 
Land taxes 
Miscellaneous 
Provisions for replanting 
Provisions for depreciation of plantation 
buildings, etc. 
REVENUE: 
Sale of cane to mill 
Miscellaneous rents 
Some of the mills in Cuba are divided 
into two sections, v iz . : Engineering De-
partment and Fabrication Department. 
Bulletin 
These are known as "two-men" sugar 
mills. Others have one man in charge of 
both divisions. In mills having both an 
engineering and a fabrication section the 
machinery, machine shop, boiler and elec-
tric plants come under the direct super-
vision of the chief engineer, while the 
defecation and evaporation equipment are 
in charge of the factory superintendent. 
The responsibility for the operation of the 
centrifugals is shared by both. 
The grinding season usually commences 
early in December and ends the first part 
of June. During this period the ma-
chinery is not stopped except for minor 
repairs and cleaning. A l l major repair 
work, general overhauling, and new con-
struction are carried on during the dead 
season. 
Practically all of the laborers employed 
in a mill and on a batey are paid at daily 
rates, with the exception of those required 
for purging the sugar and storing it in 
batey warehouses and loading on railroad 
cars. This class of labor is usually con-
tracted for at a specified rate per bag. 
A chart of accounts necessary to reflect 
mill and batey operating expenses should 
include the following: 
Purchase of Cane: 
Company's plantations 
Others 
Transportation of Cane: 
Rent of cars and engines 
Transportation of cane from company's 
plantations 
Transportation of cane from other planta-
tions 
Manufacturing Expenses: 
Superintendence 
Wages 
Supplies 
Fuel 
Sugar bags 
Lighting 
Laboratory 
Warehousing and loading sugar 
War tax on sugar and molasses 
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Maintenance Expenses: 
Cane switches and derricks 
Railroad lines—batey 
Telephone lines 
Buildings 
Gardens 
Carts and harness 
Wells and water service 
Sewerage system 
General Expenses: 
Salary and expenses—general officers 
Salary and expenses—office clerks 
Cables, telegrams, stamps, etc. 
Stationery and printing 
Hospital and sanitation 
Storehouse expense 
Insurance 
Watchmen 
Surveying 
Taxes 
Depreciation of batey railroad lines and 
buildings 
Producing companies either sell raw 
sugar through New York brokers or to 
commission agents who have facilities for 
handling and storing sugar at Cuban 
ports. On the north coast of the provinces 
of Camaguey and Oriente, terminal ware-
houses owned by railroad companies are 
provided for handling, storing and loading 
sugar on steamers. The handling charges 
are computed on the number of bags 
shipped, the storage charges on each bag 
that enters the terminal limits at rates 
ranging from three cents to five cents per 
bag per month or fraction thereof. 
Sugar is usually quoted either f.o.b. 
Cuban ports, or cost and freight, the latter 
term signifying that the seller pays the 
ocean freight. A typical cost and freight 
contract for Cuban raw sugar specifies: 
1. Number of bags. 
2. Name of steamer. 
3. Price per pound on the basis of 96° 
average out-turn polarization on net landed 
weights. 
4. Terms of payment—usually 95 per cent. 
of invoice amount (shipping documents at-
tached), by ten day sight draft; balance after 
final settlement of weights and tests. 
Net weight 2,192,148 lbs. @ 11¼c 
per pound, basis 96°, cost and freight $246,616.65 
Out-turn polarization 95.8669 degrees 
Deducting .021296c per pound (.1331 degrees @ 16c per degree) 466.84 
$246,149.81 
Marine insurance . . 683.14 
Amount of invoice $246,832.95 
Charges: 
Freight @ 41c per 100 pounds on United States Government Weight 
of 2,214,965 pounds $9,081.36 
Weighing, mending and taring. 343.57 
Special clerical services 50.90 
Brokerage on $246,149.81 @ 1/8% 307.69 $9,783.52 
Balance $237,049.43 
Less-check (endorsed over) on account August 25, 1920 234,500.00 
Remainder.. . $2,549.43 
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5. Delivery at a customary safe wharf. 
6. Number of tests of each sample to be 
made—ordinarily three, and the average of 
the two nearest polarizations is taken as the 
final test. 
The broker forwards to the seller an 
account sales for each shipment. This 
statement, a specimen of which is given 
below, forms the basis for recording on 
the company's books the sales and expenses 
incurred in connection therewith. 
JONES & SMITH 
65 Wall Street 
New York 
Account sales of 6,787 bags of Cuba Centrifugal Sugar received from Cuba per S. S. 
"Ocean Transport" and sold by order and for account and risk of La Luna Sugar Company. 
Gross weight 2,208,976 lbs. 
Tare 16,828 lbs. 
New York, Sept. 1, 1920. 
JONES & SMITH, 
Brokers. 
Allowances for test deviations from the 
selling basis of 96° average out-turn 
polarization are usually in accordance with 
those used covering deliveries of centrifugal 
sugar in the New York market. 
The sales price of the 1919-1920 crop of 
raw sugar varied from slightly over 22 
cents a pound in June to 7½ cents in the 
first part of October. Because the major 
portion of loans made by Cuban banks are 
secured by sugar, this decrease in sales 
price has caused a temporary financial 
crisis. Plans are now being formulated by 
American and Cuban bankers and refiners 
which provide that Cuban sugar shall not 
be sold at less than 8 cents per pound. 
If this plan is adopted, the situation wil l 
be controlled by the non-issuance of export 
licenses by the Cuban Government on 
sugar sold below this price. 
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IT is a pleasure to respond to the numer-
ous requests we have received from 
friends and members of our organization 
to reproduce in the Bulletin M r . Sells' 
article in the American Magazine of March, 
1921, entitled, " Y o u Can't Judge Your 
Business by the Past Three Years." 
The preliminary announcement of M r . 
Sells' article was made by a poster which 
was distributed in advance of the March 
issue from the office of the editor of the 
American Magazine, and which read as 
follows: 
"How Does Business Look to You? 
"What do you expect of the next three 
years? Do you feel about the future as does 
Elijah W. Sells? Mr . Sells of Haskins & Sells, 
Certified Public Accountants, says, 'You can-
not judge your business by the past three 
years.' Since 1917, government contracts and 
post-bellum extravagance have thrown an aura 
of golden prosperity across our business hori-
zon. But times have changed, says Mr . Sells. 
It's what you do during the next three years 
that will determine your business existence. 
"Here's a lot of sound business advice that's 
abreast of the times. And from a man who 
probably has seen more failures from the inside 
than any other human being. It's an article 
Introduction 
that every business man—yes, every business 
woman, too—should read, and read carefully." 
The article itself, as it appeared in the 
American Magazine, was illustrated by a 
photograph of M r . Sells, with a short sketch 
of his career. We give the sketch in ful l : 
" M r . Sells is one of the best known cer-
tified public accountants in this country. 
He was born in Muscatine, Iowa, in 1858, 
and began his business career as book-
keeper for a railroad. Later he was in 
demand for examining accounts and in-
stalling accounting systems. In 1893, to-
gether with Charles W . Haskins, M r . Sells 
undertook the greatest job of its kind ever 
given to a public accountant—the revision 
of the accounting system of the United 
States Government. It occupied them 
two years, and they then formed a part-
nership which, among other things, intro-
duced a system of accounting for the Ch i -
cago Ci ty Government, and revised the 
financial system of the Philippine Islands. 
In recognition of his many and valuable 
services to business M r . Sells has received 
various honorary degrees from univer-
sities." 
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You Can't Judge Your Business by the Past Three Years 
If it is to live through the next three years, you must not make the mistakes which cause 75 
per cent. of all businesses, that are started, to fail. What I have learned 
about these mistakes through years of investigation 
By E L I J A H W. S E L L S 
Of Haskins & Sells, Certified Public Accountants 
IF I were asked at the present moment for the most serviceable warning to a 
business man, I would say: "Don ' t expect 
to stand on the record of your house for 
the past three years." 
The extraordinary conditions of the past 
three years cannot continue to exist. A l -
ready some reaction has been felt, and this 
is going to continue for some time. 
As accountants, we know that firm after 
firm has made vast amounts of money 
during the past three or four years without 
deserving success. Firms which produced 
inferior goods, firms which have had bad 
management, firms which, under anything 
like ordinary conditions, would have been 
dire failures, have made money despite 
these things, and have made it so easily 
that it is no wonder some of them are de-
ceived into thinking it must be a result 
of their superior ability. 
Nothing that I have to say in this ar-
ticle applies, with any force, to those 
years. But it is going to apply from now 
on. The real tug of war for business is 
just beginning. Firms which have made 
money simply because there was such a 
demand for goods at high prices that they 
could not help making money are going to 
find out that it takes something more than 
being in business to make a post-war suc-
cess. A good many of these firms wil l go 
under. 
If this sounds pessimistic, let us consider 
the ordinary records of business. A t least 
seventy-five per cent. of all concerns start-
ed, fail. I have verified this statement 
by calling on an authority in such matters. 
It is as nearly correct as is possible. Men 
who start out in business seem to know so 
little about it that it is a wonder even so 
large a proportion as twenty-five per cent. 
succeeds. 
Among our clients are all kinds of com-
panies, from very small concerns up to 
railways, cities, and even Governments. 
Big companies fail in almost the same pro-
portion as smaller ones; but their affairs 
are so complicated that it is difficult to use 
them to illustrate single points. Small 
businesses often turn for their success or 
failure upon a single point, because their 
affairs are simple. 
One of our clients went into business— 
we will say the wholesale crockery business 
—with thirty thousand dollars of borrowed 
capital. This client was a good buyer and 
an excellent salesman. He knew his mer-
chandise and the markets for it. 
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Six months after his start he came to us 
boasting of his prosperity. He had been 
taking out five or six hundred dollars a 
month for his personal expenses, had paid 
his employes promptly, and had paid off 
fifteen thousand dollars of the thirty thou-
sand he had borrowed. In his estimation 
his business was an assured success. 
We went over his books. He had paid 
off his notes regularly; but he had extended 
his credit in the purchase of merchandise. 
His accounts payable had never been 
footed up. Almost all of his current bills 
were unpaid. He had enough of them out-
standing to eat up every dollar of the 
fifteen thousand he thought he had paid 
back on his capital. In reality, his business 
had not made a dollar. 
When he was told that he was just about 
where he had started he refused to believe 
it. And when at last he did see that in 
those six months he had made nothing but 
his own salary, he almost collapsed. This 
is not at all an exaggerated case, nor is it 
an infrequent one. I have known hun-
dreds of men, even thousands, who have 
run their businesses as this man did, figur-
ing on the cash basis only. 
A merchant who sells cotton goods wil l 
figure in December: "Well , I had twenty 
thousand in the bank on January first; 
I've got as good a balance now, and I've 
drawn fifteen thousand for personal ex-
penses during the past year. The business 
is in good shape." 
On his shelves we wil l find bales of goods 
which are worth ten thousand dollars less 
than those the shelves held last January. 
The amounts due him from the various 
purchasers of his goods are five thousand 
less than in January. In addition, his 
accounts payable total two thousand more 
than in January. In reality, therefore, 
he is seventeen thousand dollars poorer 
than he was in January, even though 
he has the same amount of cash on hand. 
It seems incredible, when the facts are 
stated in plain English, that men should 
look at a part of their business and take 
it for the whole; but consider the history 
of the ordinary man who works himself up 
in the world. 
A shoe manufacturer, for example, does 
not, as a rule, develop from the bookkeep-
ing department. He begins by working 
at a bench; then he becomes in turn fore-
man, assistant superintendent, superin-
tendent, and finally he goes into business 
for himself. This is the regular road that 
heads of manufacturing businesses have 
traveled. There are only occasional ex-
ceptions. 
Now, where does such a man's chief in-
terest lie? In the production of good 
shoes. As a second thought, he knows 
that the shoes have to be sold; and as a re-
mote third thought, he knows that some 
system of accounting must keep him in-
formed as to how the production and sell-
ing balance. He hires a bookkeeper, looks 
at the cash balance every month. Perhaps 
he looks at the trial balance of his books, 
but his main interest is in the cash balance. 
When men who run a business in this man-
ner succeed—and they do sometimes—it 
is largely a matter of luck. 
As I said before, seventy-five per cent. of 
businesses started, fail. A t least fifty per 
cent. of these fail because of lack of capital. 
A man gets a brilliant idea and he can-
not wait to begin. He starts out on a shoe 
string, and fails, as a matter of course. 
According to our experience, any man 
who wants to start in business for himself 
needs: 
1. To know the business. 
2. To know where he is to get his capital. 
3. To work with enthusiasm. 
4. To know how to read his accounts. 
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On a liberal estimate, only ten per cent. 
of all businesses employ public account-
ants; ninety per cent. flounder along some-
how, except where some man of unusual 
intelligence is able to read his own business. 
A n auto salesman, who ran a shop selling 
several lines of autos and of auto acces-
sories, found himself in difficulties. This 
man was a first-class salesman and a good 
engineer. But the bookkeeper, to whom 
he entrusted his accounts, got away with a 
good deal of money. The owner ruefully 
examined the books, but found that he had 
no idea of how much he had been mulcted. 
So he sent for our firm to go over his books. 
After finding that, apart from the pecu-
lation, he was doing a good business, we 
suggested that he have a monthly audit 
and report made, so that it would be im-
possible for his bookkeeper to get away 
with funds a second time. He assented. 
Like most men, this man had very little 
capital. He was financed in great part by 
the auto companies whose machines he 
sold. But he had never had a clear idea of 
his financial condition, and this, together 
with the fact that his bookkeeper had de-
faulted, caused his relationship with these 
companies to become strained. Ye t he 
needed their backing. Before he had re-
ceived many of our monthly reports, he 
was sending copies of them regularly to the 
companies who were, or had been, backing 
him. The results were prompt. Rela-
tions became more cordial, credit was ex-
tended, money advanced. The president 
of one of the companies wrote him a per-
sonal note congratulating him upon the 
method he used to keep informed as to 
exactly where he stood. 
With this approval, and with the ab-
sence of worry, he gained confidence and 
went to work with greater vigor. The war 
helped along, so we cannot credit all of his 
big success to this one factor. But war or 
no war, that man was on the road to suc-
cess just as soon as he began to know his 
business. Added to his real ability, it gave 
him the power to get capital, which was 
what he most needed. 
Inability to read business is not confined 
to small concerns. A certain large manu-
facturer, making three classes of desks, 
called on us to go over his accounts. The 
factory was working on a well-defined ba-
sis. On desk number one, the salesmen 
were instructed to get all the orders they 
possibly could. On desk number two they 
were to take any orders that came along; 
on desk number three they were to take 
orders only when accompanied by an order 
for desk number one. 
" Y o u see," the owner explained, "we are 
coining money on desk number one, making 
a fair amount on desk number two, and 
not a cent on desk number three." 
He thought he was right. But we in-
stalled a cost system for him, and before 
we had finished with it he had sent out a 
hasty order to reverse instructions. Num-
ber three was made the leader, and number 
one was sent out only on an order which 
included number three as well. The owner 
was right about desk number two; but by 
some process things had become badly 
mixed as to costs on desks one and three. 
Another manufacturer was making both 
power and hand vacuum cleaners. There 
was an excellent market for both, but the 
manufacturer complained that he could 
not make hand vacuums cheaply enough 
to sell them at a price that would meet 
competition. 
When we went over the books we found 
that certain fixed charges, such as insur-
ance on a part of the factory, depreciation, 
a part of the executives' salaries, etc., were 
being charged to the hand vacuum clean-
ers. This was correct; but the fact re-
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mained that the owner of the factory would 
have to pay these charges even i f he did 
not manufacture a single hand cleaner. 
Shutting down that part of the factory 
would relieve him of neither insurance nor 
depreciation, and his executives could 
hardly be reduced enough to make a per-
ceptible difference in charges. I f these 
charges were taken off the hand vacuum 
cleaners, he could make a price that would 
meet competition. And if he could sell 
enough of the cleaners he could carry the 
charges, keep the lower price, and still make 
a profit. 
When we convinced him of this he went 
to work on a drive to sell the hand clean-
ers. The market was good; he sold them, 
and made a good profit and a real one. 
There was no error in figures here; it was 
simply a matter of reading them to the 
biggest profit of the concern. 
One of the biggest factors in the devel-
opment of the public understanding of fig-
ures is the income tax. Several millions 
of people have been forced for the first 
time to consider themselves in figures. 
Most of them have accepted the tax con-
scientiously. They have worked out their 
own problems or called on public account-
ants for help. But every individual who 
pays a tax has a deep and vital interest in 
the amount of that tax. Perhaps he has 
had no idea of himself in figures before. 
Not only do figures themselves tell tales, 
but their relation to other figures in other 
businesses tell tales which can be known 
only to men who have handled many of 
these accounts. 
When an employer hires his help among 
strangers, he is not likely to make the mis-
take of overloading his pay roll. But 
many firms are family affairs. 
A certain manufacturing concern of long 
prosperity was thrown by the death of the 
founder into the hands of the second and 
third generation. The business was in good 
shape; there seemed no reason for the 
members of the family to seek jobs else-
where. It was taken for granted that 
when John and Tom and Harry grew up 
there were places waiting for them in the 
plant. As a matter of course, the impor-
tant positions, and a number of unimpor-
tant ones, were filled by sons, grandsons, 
nephews, nieces, and even odd cousins of 
the founder. 
For a time, the business went on suc-
cessfully. Outwardly it was as sound as 
ever. Orders continued to come in, be-
cause of the past history of the concern. 
Then slowly, but surely, it began to slide 
down-hill, and finally it wound up in the 
hands of a receiver. Probably none of the 
family realizes to this day just why it 
failed. But had one of them been able to 
read his business without the veil of fam-
ily affection getting between him and his 
books he never would have consented to 
the high wages and inefficient service he 
tolerated in the family. 
Very often I am asked how large a con-
cern should be, or what volume of business 
it should do, before it calls in a public ac-
countant. Any business big enough to 
keep books is big enough to need an ac-
countant to go over them. The biggest 
job I have personally handled was when, 
with M r . Haskins, we revised the ac-
counting system of the United States 
Government under the Fifty-third Con-
gress. 
Auditing the books of a big concern 
usually means auditing the auditor. Most 
big concerns possess an auditor who is an 
accountant. He acts as a check on the 
treasurer and all subordinates who deal 
with money. But there is no one to act as 
a check on the auditor! For its own pro-
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tection, the firm employs outside public 
accountants so that no possible mistake 
or peculation can remain undiscovered. 
Among our clients is a certain large com-
pany which engages us to keep such a close 
watch on its financial affairs that no em-
ploye of the company, even the president 
himself, can take a bond or a coupon from 
the company vault without one of our 
representatives being present to see him 
do it. 
One of the very small jobs a member of 
my firm was called on to undertake was 
that of installing a system of accounts for 
a small catering business. The man had 
begun by serving suppers and dinners, 
cooked wherever they were served, or 
carried from his own kitchen. He was 
always hard-up for cash. When he re-
ceived an order, he had to go out and buy 
the food needed and engage assistants. 
He had to pay cash, as he had no credit, 
but he very seldom was paid cash. 
In his desperate need for ready cash he 
had fallen into the hands of the loan 
sharks. By assigning to them the whole 
of his payment for the order he held, he 
could get them to advance about fifty per 
cent. of the money. A good part of the 
other fifty per cent. went to them as interest 
on the loan. He had been doing this in 
lieu of anything better, when someone 
told him that if he had a statement of his 
business to show to a bank, the bank would 
lend him money at a lower rate. He had 
no idea how to make out a statement, and 
so he sent for us to do this for him. There 
was little data to go on, but we installed a 
system of bookkeeping for him, and in a 
very short time he had a statement, which 
he took to a bank and borrowed money 
on, at six per cent. instead of nearly fifty. 
Many firms are beginning to employ 
accountants as the Chinese employ their 
physicians, to keep them in a state of 
financial health. With some large firms 
accountants are invited to make examina-
tions at their pleasure, others want such 
examinations at regular intervals. One of 
the important discoveries my firm has 
made—a discovery made at the same 
time by many others—is that a year is too 
long a time to let books and accounts run 
on unchecked and without close analysis. 
Business health demands more frequent 
examination of its accounts than an annual 
one. In the affairs of my own firm we 
make a practice of preparing monthly 
statements, so that for practical purposes 
our business is run on a thirty-day basis. 
Any man who can run his business on a 
thirty-day basis is going to have a much 
better chance of success than one who 
runs it on an annual basis, because he is 
better informed at all times as to its needs 
and demands. 
Primarily, an accountant is not em-
ployed to give advice, but sometimes he 
is asked to, and then it becomes a part of 
his business. 
A merchant, carrying silks, once cor-
dially observed to our representative who 
was working on his accounts: "Now, when 
you have completed the work, do sit down 
and tell me your observations on the busi-
ness." The accounts were correct and 
with that the merchant was likely to be 
satisfied. But our representative said: 
" Y o u are carrying too much stock. You 
are borrowing to carry stock, and it is 
costing you proportionately too much. 
Reduce your stock ten per cent. Your 
business wil l not suffer, and you wil l be in 
better financial condition." 
The silk merchant was bewildered. He 
had carried a certain amount of stock 
without analyzing it in proportion to its 
carrying charges. On thinking it over he 
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admitted that a reduction of ten per cent. 
would not hurt business and he accepted 
the advice, to his profit. Frequently a 
business is injured by carrying stock much 
too large to be profitable. 
Very often merchants do not know how 
often they turn over their stock in a year. 
"Your turnover is twice a year," is a 
frequent report, when the turnover should 
be at least three times a year. Then it is 
up to the merchant to locate the reason, 
which may lie in extravagance in buying 
or a poor selling force, or a bad selection 
of goods. Sometimes the accountant can 
help by pointing out goods that are holding 
back the rate of turnover, and the mer-
chant disposes of these at a bargain sale 
and begins again. 
There seems to be a popular idea that 
the stopping of thievery is the account-
ant's chief function. As a matter of fact, 
only a small proportion of all firms in busi-
ness have any peculation. People always 
express surprise when some trusted official 
goes wrong. They forget that it is only 
the man who is trusted who has the 
chance to go wrong. There doesn't seem 
to be any limit to the number of ways in 
which a man may steal, once he has deter-
mined to steal. On a large pay roll a pay-
master may keep the names of a number 
of people who do not exist, and collect for 
them every week for a long time before 
he is found out. The cashier may simply 
overadd the pay roll, and pocket the 
difference. 
One very large fraud was perpetrated on 
a bank which used adding machines. The 
accountant examining the bank went 
through the accounts twice before he dis-
covered how the fraud had been accom-
plished. The books seemed all right, but 
finally the adding machine lists were gone 
over carefully. The figures on the slips 
were correct but the totals were not. 
The operator had used the "no print" 
key to put in a figure to his own advantage 
and the machine had added correctly but 
had omitted to list the figure used. A t 
the time of this fraud adding machines 
were more of a novelty than they are now. 
Since then, examiners have made sure 
that the figures on the machines are all 
there, and are all what they should be. 
Graft is one of the most difficult things 
for an accountant to locate. The steward 
of a club may be receiving ten per cent. on 
all bills sent to the club. The retailer who 
sells to the club scatters this amount 
through various items on his bills, and 
refunds it to the steward. Unless one 
item is large enough to arouse suspicion 
such graft may go on undetected through 
a long period. 
One quite elaborate system of stealing 
was devised by a shipping clerk who 
worked in a builder's supply house. This 
clerk would receive an order which made 
him take from stock one dozen electric 
fixtures. He altered the number on the 
order to eighteen and sent the eighteen 
fixtures out by a drayman who acted as 
an accomplice, and who delivered the six 
extra fixtures to the shipping clerk's home. 
When the ticket came back to the firm the 
drayman had again altered the figures to 
read twelve instead of eighteen. It was 
some time before the discrepancy between 
the stockroom list and the shipping tickets 
was discovered. 
One of the common kinds of peculation, 
for which accountants are always on the 
lookout, can be worked without an accom-
plice. A bookkeeper and cashier receive 
a check from a customer, a M r . R . 
The bookkeeper cashes the check, taking 
the money from the cash drawer. He 
fails to credit M r . R—'s account. A 
40 H A S K I N S & S E L L S 
second check comes in, this time from 
M r . B — . The bookkeeper deposits that 
check, but splits it in recording it, crediting 
a part of the money to M r . R— , and a 
part to M r . B — . A third check coming 
in from M r . S—, is credited partly to 
M r . R—, M r . B — , and M r . S—. The 
fourth check the bookkeeper may cash 
and begin again. This process is known 
as "kit ing." Just how long a bookkeeper 
can do this, without an audit of the 
accounts, depends on how long the sus-
picions of the firm can be lulled. The 
practice would soon be detected by a 
skilled public accountant. 
Frauds in banks often involve very 
complicated schemes and sometimes amaz-
ingly simple ones. A n inactive bank ac-
count, where no statement is required 
because the holder of the account is not 
drawing checks, may be manipulated by 
the simple process of taking funds from 
the bank and charging them to that ac-
count. A teller can do this with impunity 
as long as the bank does not send out a 
statement. But, when banks are sending 
monthly statements to their depositors, 
even when accounts are inactive, this 
danger is lessened. 
A bank clerk may take securities which 
a man has put up as collateral for a loan 
and speculate with them, replacing the 
amount in securities before the loan is 
repaid. As few men ever list their securi-
ties by number, and care little whether 
they get back the same securities they 
deposited, so long as the value is the same, 
this kind of thing may go on until the 
bank clerk fails in his speculation and 
cannot replace the securities. Then he 
is likely to replace them by other securi-
ties of the same kind deposited by another 
bank client. Often, at the end of a series 
of such peculations, the thief, as well as 
the bank, has no idea of the amounts 
taken. 
One cashier in a department store had 
a novel method of peculation. The store 
gave a discount of ten per cent. to religious 
and charitable associations, ministers, etc., 
when it was asked for. Many people did 
not know that this discount was given. 
The cashier found out that fact, and began 
to examine the people who came to pay 
bills. When, by their attire, by the address 
to which the goods were sent, or by any 
other means, she could definitely find out 
that the people paying were connected 
with some religious or charitable associ-
ation, and that they did not know of the 
discount, she accepted the full amount 
from them, marked the bill down ten per 
cent. and pocketed the discount. F i -
nally, however, she was detected. 
Peculation is more frequent where a 
man holds two or more positions in the 
same company, or with different concerns. 
When a person keeps the books and the 
cash, he can more easily cover up any 
fraud. If a man is treasurer of several 
associations, he can use the securities or 
cash of one to replace those of another for 
some time without raising suspicion. 
But all kinds of stealing are accountable 
for so little, relatively, in the field of 
business that everyone tends to over-
emphasize their importance. The bigger 
detriment to business are the men who 
plunge in and then fail, lose their own 
time, their own money, and other people's 
money, because they cannot, or wil l not, 
look ahead. The failures of business 
retard business to a degree that no stealing 
ever has or ever wil l come near equaling. 
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Thrift 
T H E R E was a time when "thrift" made 
one think of a Dutch gardener, an 
Italian fruit vender, or a Jewish store-
keeper. N o one ever thought of associat-
ing it with an American. The Dutch gar-
dener for his mid-day meal ate a chunk of 
bread and washed it down with a drink of 
water from the hose. The Italian fruit 
vender and his family subsisted largely on 
the fruit which was unmarketable. The 
Jewish storekeeper turned down the gas in 
the rear of the store when there were no 
customers in the place. These were all 
marks of thriftiness. They received proper 
credit when success and prosperity fol-
lowed their practice. 
The pre-war American was too much 
imbued with the millionaire-for-a-day 
spirit. He asked not the price of things 
for fear that he might be considered cheap. 
He was fond of demanding the best which 
the place afforded. His motto was "Live 
to-day lest to-morrow ye die." 
The American of to-day is a far differ-
ent being. If prices are too high he is 
more likely to refrain from buying. He 
has learned to examine for quality and to 
consider it in relation to price. He has 
made rapid and substantial progress in 
the matter of getting a dollar's worth for 
every dollar he spends. He has come to 
think more about obtaining a maximum 
return for the effort which he puts forth. 
"Thr i f t" has been defined by M r . Dunn 
as the "Conservation of time, energy, and 
property." It is a good definition; con-
cise and yet comprehensive. It gives a 
broader and more modern meaning to the 
word. 
For thrift is something more than the 
saving and hoarding of money. Time, 
energy, and property are all in the same 
class. To dissipate any one of the three is 
equally condemnable. Life, progress and 
success depend upon action and such ac-
tion involves the exchange of time, energy, 
and property, using property in a broad 
sense, for the specific things which one 
would possess. It, therefore, becomes ap-
parent that the rapidity with which one 
achieves success wil l depend largely upon 
his ability to so engineer such exchange 
that he wil l receive full value in return for 
what he gives. 
There is a lesson in M r . Dunn's defini-
tion for every one of us. Every piece of 
work which we undertake should be pre-
ceded by the consideration of methods 
which wil l involve the least amount of 
time, energy and expense consistent with 
the result to be attained. We should never 
overlook the fact that thrift in behalf of a 
client is the essence of our professional ob-
ligation. 
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Cuba's Financial Situation 
By C . M . C L A R K , Acting Manager, Havana Office 
GE N E R A L post-war conditions aug-mented by the reaction from an un-
bridled speculation in sugar and an almost 
total prostration of the Port of Havana 
have brought upon Cuba its financial 
crisis. Delayed by the moratorium but 
not averted, the latest development has 
been the closing of the doors of what had 
been Cuba's most important banking in-
stitution. Much greater panic would, 
doubtless, have resulted had it not been 
for the American and Canadian banks 
with the reserves of their parent organiza-
tions behind them. 
Dating as far back as the year 1918, the 
Port of Havana has been subjected to 
serious strikes interfering with the delivery 
of goods. During the closing months of 
the war, it became extremely difficult for 
merchants in Havana to obtain any goods. 
Orders were not being filled and those 
goods which did arrive were so involved in 
the dock congestion as to be almost unob-
tainable. One of the customs regulations 
of the Port refused the clearance of a ship-
ment except in total. If part of a ship-
ment were missing, nothing could be 
cleared. Strenuous objection to this prac-
tice did finally bring about the establish-
ment of the "quedan," which is a deposit 
or guarantee covering all possible charges 
against the missing portion of the ship-
ment. Even this to-day is applicable only 
to certain classes of merchandise. 
Havana merchants placed large orders 
in the hope that some of the goods would 
get through. In some instances goods 
were ordered shipped to Matanzas to be 
brought to Havana by truck. Price meant 
little so long as the goods were to be had. 
Then there came the time when the 
overstocking of merchandise, particularly 
in the United States, was realized, and 
Cuban orders, shipment of which the mer-
chants little expected, were filled promptly. 
In the summer of 1920, the Port of H a -
vana was completely paralyzed with ship 
after ship lying at anchor waiting to dis-
charge its cargo. What little work the 
dock laborers did was handicapped by 
customs regulations. Goods were trans-
ferred to wharves and lighters until such 
capacity was exhausted. Any breakage in 
shipments in the transfer meant refusal of 
clearance. 
Millions of dollars' worth of goods were 
thus piled up in the Havana congestion 
when the storm began to break in the fall 
of 1920. Merchants who had obtained 
letters of credit at banks became power-
less to take up their shipping documents 
and banks found themselves with ship-
ments to be disposed of. Sight drafts with 
shipping documents attached were not ac-
cepted and accumulated in large numbers 
awaiting advice from shippers. 
A campaign started by the Rotary Club 
of Havana when its members donned over-
alls and went to the docks to work was 
finally successful in centering opinion upon 
the dock congestion. A commission was 
sent from the United States to assist. A 
new regime was established and merchants 
were told that they must remove their 
goods immediately upon notice. A n old 
abandoned cemetery and other vacant 
properties were obtained and enclosed, 
and non-perishable goods uncalled for by 
consignees were deposited there and stored 
under tarpaulins or such other protection 
as could be erected. 
The docks were cleared but the credit 
situation will take many months to work 
itself out. Vast quantities of merchandise 
are now on hand in Cuba bought at tre-
mendously high prices and surcharged with 
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excessive handling costs. Necessarily much 
of this must be sold in a market where 
falling prices appear to be the prospect. 
Rice importers and dry-goods merchants 
have extremely aggravated situations to 
deal with. 
That part of the banking business which 
centers upon the commodity credit has 
been severely strained. The financial out-
look of the merchants themselves is not a 
favorable one. They have maintained 
their high prices, believing that a refusal 
to import new goods would compel the 
people to buy those on hand at old prices. 
The anticipated sales have not been made 
and the merchants are facing the prospect 
of competition with goods purchased in 
the readjusted markets of the rest of the 
world. In some cases they are now turn-
ing to their creditors in the United States 
and Europe to share their losses with them 
by a cancellation of part of their debts, ex-
plaining that more wil l be received in that 
way than i f the Cuban house is forced to 
suspend payment of liabilities, which is a 
Cuban procedure in insolvency. 
Another factor having its effect upon the 
merchandise credit, although only to a 
limited extent, is the Cuban insurance 
company. Not required by law to main-
tain reserves to cover liabilities to policy-
holders, any such action has been volun-
tary. Rumors are therefore easy of cir-
culation and only a complete investigation 
of some of the companies attacked could 
establish their solvency. Perhaps the pres-
ent situation wil l cause the enactment of 
adequate insurance laws and provide for 
their enforcement. A t present most of 
the marine and fire risks are carried by 
foreign companies. 
With all the difficulties of trading, the 
uncertain value of merchandise credits, 
and the question of shipping documents as 
security, the failure of the Banco Nacional 
de Cuba might not have occurred had it 
not been for the wild speculation in sugar. 
There are those who pay to the former 
president of the Banco Nacional the honor 
of saying that had he not been absent be-
cause of critical illness in his family he 
could have held the situation in check. 
Normally selling at from 3 ¼ to 4 cents 
per pound, sugar was forced up until the 
price of 2 3 ½ cents was reached in June, 
1920. Belief was common among some 
that the price would go to 30 cents or 
higher. Vast loans were obtained from 
the banks for purchase of sugar properties 
and the growing of cane, for the purchase 
and development of mills, for the financing 
of expenditures incident to delivery and 
sale of sugar. In addition to the loans for 
development, there was the speculation in 
sugar itself. 
In recalling this sugar bubble that grew 
and burst, one must remember that the 
instincts of chance are much more general 
among the Latin-Americans and whetted 
just a little bit more keenly than the pres-
ent day Anglo-Saxon community contem-
plates. Like some other governments Cuba 
conducts every ten days a national lottery 
and every Cuban has his expectation that 
he is going to win one of the big prizes on 
some chance he takes. Cuba also permits 
the operation of a public roulette wheel. 
The bankers had an exceptional oppor-
tunity while it lasted. Interest rates 
mounted higher and higher. Time loans 
up into the millions were negotiated at 13 
per cent. compounded monthly. As the 
price of sugar advanced, loans were in-
creased accordingly. Lacking laws regu-
lating reserve funds, stockholders' liabil-
ity, or even stockholders' contribution of 
cash, there was a great temptation for 
banks to take long chances and to make 
big loans where interest returns were large. 
But the price of sugar, reaching its crest 
in June, 1920, began to fall. The high in-
itial price and the effect of the rate of for-
eign exchange produced a fabulous price 
for sugar in Europe and that market be-
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came practically closed. Banks with sugar 
hypothecations called upon their borrowers 
to cover wherever possible. Where noth-
ing else could be obtained, the banks had 
to be satisfied with the pledge of future 
crops contained in their contracts of hy-
pothecation. The price continued to fall 
and has now reached 4 1/8 cents. 
The crash with the banks came on Oc-
tober 8, 1920, when a large check was pre-
sented to the Banco Internacional, which 
acknowledged its inability to pay and sus-
pended payment. The following morning 
there were runs on the Banco Español de 
la Isla de Cuba and the Banco Nacional de 
Cuba. The short business day of Saturday 
was in the favor of the banks, and on Sun-
day, October 10, President Menocal de-
clared a moratorium under which the 
banks need pay immediately only 10 per 
cent. of their liability to depositors. 
For a day or two some banks did not 
observe the moratorium. Then an agree-
ment was worked out by the banks to 
stand together and not allow the with-
drawal of funds beyond the ten per cent. 
l imit. Deposits made after the mora-
torium were subject to withdrawal in full 
at any time. 
E l Banco Internacional and E l Banco 
Español de la Isla de Cuba came forward 
with offers to their depositors of managers' 
certificates or bonds covering the amounts 
of their deposits. Some depositors, be-
lieving that they would obtain more by 
accepting the certificates and allowing the 
banks to continue, did so. The success of 
such a scheme wil l depend upon a suffi-
cient number of depositors accepting the 
certificates to relieve the immediate em-
barrassment of the situation, and then the 
obtaining of sufficient new deposits and 
new business to relieve the top-heavy cap-
ital condition created by the interest-
bearing certificates. 
A proposal strongly urged by many was 
that the Banco Nacional be authorized to 
issue paper money and thus supply the 
currency necessary for the liquidation of 
the moratorium liabilities. Another plan 
was for the establishment of a clearing 
house with power to issue certificates which 
should pass as currency. It was with great 
difficulty that the issue of fiat money was 
avoided. Even now it is constantly sug-
gested. 
Just before the expiration of the mora-
torium, a law was passed known as the 
Torriente Law, providing for the liquida-
tion of moratorium debts. Taking effect 
January 27, 1921, it provided that com-
mercial debts should be paid 15 per cent. 
within 15 days, 25 per cent. within 45 days, 
25 per cent. within 75 days, and the 
remainder, or 35 per cent., within 105 days. 
Bank balances as of the date of the mora-
torium were subject to withdrawal 15 per 
cent. in 15 days, 15 per cent. in 45 days, 
20 per cent. in 75 days, 25 per cent. in 105 
days, and 25 per cent. in 135 days. 
The hope behind the Torriente Law was 
that the sales of the current crop of sugar 
would produce funds for the gradual liqui-
dation of the moratorium obligations. A 
disquieting feature, however, was the pres-
ence in Cuba of large amounts of the previ-
ous crop still on hand. General estimates 
were made that the whole current crop 
would have to be sold at from five to six 
cents to provide any possibility of liqui-
dation. Subsequent estimates have set 
the figure necessary to clear the situation 
as low as 4 ¼ cents. 
(To be concluded) 
We note with pleasure that M r . E . A . 
Kracke, Manager of the Chicago Office, 
has recently obtained the C. P . A . certifi-
cate of Illinois; also that M r . T . U . Conner, 
of the Atlanta Office, has obtained the 
C. P. A . certificate of the State of New 
York. 
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By far the most errors in reports arise 
from the incorrect use of words. Strange 
as it may seem, one word of which not 
all accountants appear to know the correct 
meaning is the word balance. Balance does 
not mean rest or remainder. To say, " O f 
the notes receivable, one amounting to 
$1,000.00 was secured by a chattel mort-
gage and the balance were unsecured," is 
incorrect. Balance, to quote the dictionary, 
means "an equality between the sums 
total of two sides of an account; also, 
the excess on either side." In comments 
it should be used only when it refers to the 
balance of an account. 
A n accountant should also remember 
that assets are collected and that liabilities 
are paid. Very frequently the writer of a 
report will say, "The notes receivable 
outstanding at December 31, 1919, have 
since been paid." Notes payable are paid; 
notes receivable are collected. 
Another error of the same kind is in 
the use of the word by after due, as in 
"interest due by borrowers." It is from 
the standpoint of the company whose 
books are under audit that we speak, and 
the interest is due from the borrowers, 
not by them. 
While all accountants probably under-
stand that a reserve may appear only 
on the liability side of a balance sheet, 
never on the asset side, sometimes they 
forget this distinction in writing the com-
ments. For instance, this sentence ap-
peared in one report: "The amount of 
prepaid insurance at September 30, 1919, 
is that portion of premium paid which is 
reserved as a charge against the last three 
months of the year." It would have been 
better to say "which is chargeable against 
the last three months of the year," and 
Grammatical Construction and the Use of Words in Accountants' 
Reports (Concluded) 
By J . M . P A L E N , of the New York Office 
so avoid saying that an asset is reserved. 
Another frequent error, arising usually 
from carelessness, is the use of the word 
total indiscriminately. After a subtrac-
tion we arrive at a remainder, or use the 
word net, as, "net increase," "net prop-
erty," etc. 
The word sum means the aggregate of 
two or more items, and is not synonymous 
with the word amount. We should say, 
not "a sum sufficient to cover reasonable 
depreciation," but "an amount sufficient, 
etc." 
It is very bad to use same as a 
pronoun; as, "We checked the charges 
to this account, and found same to be 
correct." 
The use of the word per is something 
that is very much overdone. Business in 
general has used this word until it has 
become hackneyed. We have to say in 
a balance sheet, "Surplus, per Exhibit 
' B , ' " but in comments we do not have to 
say, "the accounts receivable, as per Ex-
hibit ' A ' " ; we may say, "as shown in 
Exhibit ' A . ' " In referring to rates of 
depreciation we may say, "at an annual 
rate of 10 per cent.," rather than, "at a 
rate of 10 per cent. per annum." 
Former and latter should not be used 
to designate one of more than two persons 
or things. To designate one of three or 
more say first or first-named, and last or 
last-named. In the sentence, "The oper-
ations were conducted only during the 
latter nine months of the year," latter should 
be last, because we are speaking of nine 
out of twelve months. 
Some doubt appears to exist as to the 
use of the words comprise, compose, and 
include. We say an item "is composed 
of the following," not "is composed as 
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follows"; or we say it "comprises the fol-
lowing." We may also say, "The items 
comprised in this group are as follows." 
Where not all the constituent items are 
given we use the word include. If all the 
items are given but with the omission of 
details, we say "is summarized as follows." 
Another important distinction is that 
between verify and confirm. Verification 
is something we do ourselves. Confirma-
tion is corroborative evidence obtained 
from another. We do not confirm securi-
ties by inspection, we verify them by in-
spection. The bank confirms the amount 
of loans made to the client. Also it is not 
correct to say that funds for petty dis-
bursements were confirmed by the holders 
thereof. The custodians may acknowledge 
the funds, but a confirmation would have 
to come from some other person. 
Per cent or per cent. should not be used 
as a noun; use percentage. 
Quite a number of persons like to say, 
"owing to the smallness of the amount 
involved." Obviously, a better expression 
is, "owing to the small amount involved." 
In connection with reserves against ac-
counts receivable we prefer to say "reserves 
for doubtful accounts" rather than "re-
serves for uncollectible accounts," on the 
theory that if the accounts are known to 
be uncollectible they ought to be writ-
ten off. 
Sometimes we find an exhibit containing 
journal entries described as "Journal E n -
tries Necessary to Adjust the Books in 
Conformity with Exhibit ' A . ' " It is not 
quite correct to say "adjust the books in 
conformity"; we adjust the books into 
conformity, but that is an awkward expres-
sion, and it seems to be preferable to say 
"to adjust the books to conform to 
Exhibit ' A . ' " 
This brings us to the last point, which is 
conciseness, or the art of making one word 
do the work of two. 
It is not necessary to say, "The lots 
wil l revert back to the company on failure 
of the buyers to complete the purchase 
price." The word revert means to go back; 
so it is necessary to say only, "The lots 
will revert to the company," etc. 
Occasionally we come across the ex-
pression, "unpaid accounts receivable." If 
the accounts are receivable they must be 
unpaid; so unpaid is redundant. 
The word detail is unnecessary in this 
expression: "the aggregate of the detail 
balances of customers accounts." 
It is not necessary to say "slow paying 
accounts." "Slow accounts" conveys the 
idea completely. 
A statement very frequently found under 
accounts receivable is this: "We have re-
viewed all these accounts in conjunction 
with officers of the Company." In con-
junction adds nothing to the meaning. 
Neither is it necessary to say "al l these 
accounts." "We have reviewed these 
accounts with officers of the Company" 
expresses the meaning well enough. 
Sometimes we find a statement to the 
effect that the accounts receivable were 
reviewed with the credit manager, in 
whose opinion they are considered col-
lectible. The phrase in whose opinion 
conveys all the thought that is expressed 
in the word considered. So we need only 
to say, " in whose opinion they are col-
lectible." 
One report makes the statement that 
the reserve for doubtful accounts receiv-
able appears to be ample to provide for 
losses in the collection of these accounts. 
There is useless repetition here. A l l that 
it is necessary to say is that the reserve 
for doubtful accounts appears to be ample. 
Such expressions as cost price and cost 
value may be reduced to the one word cost. 
The word remains means is still and we 
should not say still remains, as in this 
sentence: "The bank deposit was attached 
through an order of the court and still 
remains subject to this attachment." "Is 
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still subject to this attachment" is better. 
Sometimes words are used which add 
nothing whatever to the meaning. "The 
cash on hand was verified by actual count." 
There could be no other count except an 
actual count. 
Under inventories we sometimes read 
that merchandise in transit was verified 
by examination of the original purchase 
invoices. There is no necessity for the 
word original. The purchase invoices ex-
amined would of course be the original ones. 
Under property accounts, such as land 
and buildings, it is sometimes said that the 
item is stated at the book value of the 
various properties included therein. It 
certainly would not be stated at the book 
value of properties other than those in-
cluded therein. So why use that expres-
sion? "This item is stated at book value" 
conveys the entire meaning. 
Let me say also that items are not 
charged off to operations. They are charged 
to operations or to profit and loss, but 
they are not charged off to operations or 
to profit and loss. Off is redundant. 
Neither is it necessary to say that we 
have fully completed an operation. Fully 
is comprehended in the word complete. 
Captions in comments usually show the 
amount as well as the name of the item. 
In such cases it is not necessary to say, 
"the amount shown in Exhibit ' A ' repre-
sents," or to refer in any way to the 
amount as being shown in Exhibit " A . " 
Some accountants make a center cap-
tion in the comments for accounts receiv-
able, and then say as the only comment, 
"The details of this item are shown in 
Exhibit ' A . ' " Needless to say, the whole 
thing is superfluous. 
In a balance sheet an amount due from 
employes need not be designated as "Ba l -
ance due from employes." "Due from 
employes" is sufficient. 
In tabulation we occasionally find the 
last item called Remainder—balance De-
cember 31, 1919. If the final figure is 
the balance of the account it is superfluous 
to designate it also as a remainder, as the 
word balance comprehends that meaning. 
There is a great deal of uncalled for 
repetition of words in tabulations. Under 
reserves, it is not necessary to repeat the 
word for before each item, as "for doubtful 
accounts," "for depreciation," etc. Also 
we may usually eliminate in the descrip-
tion of the items words which are contained 
in the heading; as in the following: 
Subscription Accounts: 
Unpaid capital stock subscriptions, 
Unpaid building fund subscriptions, 
Such a tabulation might better read: 
Subscription Accounts: 
Capital stock, 
Building fund, 
In referring to a period between two 
dates in the same year, we need not repeat 
the year, as, January 1 to October 31, 1919, 
not January 1, 1919, to October 31, 1919. 
The presentation, although it occupies 
only part of a page, appears to be a pitfall 
to many. In the majority of cases it fol-
lows a set form: 
"Pursuant to engagement, we have 
audited your books and accounts for the 
year ended December 31, 1919, and sub-
mit herewith seven pages of comments, 
our certificate, and the following described 
exhibits and schedules." 
It is not necessary to say "and as a 
result thereof have prepared and submit 
herewith"; nor, where a report contains 
no comments, "and submit herewith, 
without further comment." 
Where an audit is for an odd period we 
say "for the period from July 12, 1919, 
to March 22, 1920," not "we have audited 
your books from July 12, 1919, to March 
22, 1920." But where the period is in 
even years or months we do not say "for 
the three years period"; we say "the three 
years ended December 31, 1919"; or "the 
months of January and February, 1920"; 
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or "the six months ended June 30, 1920." 
Then there are a few rules which have 
been adopted in the report department 
arbitrarily. 
One is that we shall say accrued interest, 
not interest accrued, whether the item ap-
pears on the asset or on the liability side 
of a balance sheet. 
Another is that in a certificate or else-
where in the report we say "the accom-
panying" balance sheet or Exhibit " A , " 
not "attached." 
Another is to avoid the use of dashes 
as much as possible. When a caption 
has only one supporting item we use a 
dash after the caption with the item im-
mediately following, as, "Accounts receiv-
able—customers," but in other cases, 
where it is practicable to rearrange the 
wording so as to eliminate the dash we 
do so. 
When it is necessary to refer to an officer 
of the company it is best to mention both 
his name and his office. 
Except where it does not express the true 
facts, it is preferable to say expenses rather 
than expense. 
Comments start directly out with the 
caption and remarks on a balance sheet 
item, except where we detail the history 
of the organization at the beginning; but 
in any event we need no such introductory 
paragraph as this: 
"Referring to various accounts appearing 
upon the balance sheet herewith, the fol-
lowing remarks are submitted." 
When references are made in the com-
ments to the balance sheet, we refer to it 
as Exhibit "A," not balance sheet. The 
same applies to all other exhibits, schedules, 
and statements. Neither is it necessary to 
say "herewith"; as, "Exhibit ' A ' herewith." 
Mr. Simson Withdraws 
AN N O U N C E M E N T is made of the withdrawal from the firm, effective 
March 31, 1921, of M r . Leslie N . Simson. 
M r . Simson's withdrawal was occasioned, 
as he pointed out in a letter to the firm, 
by circumstances which are incompatible 
with prolonged absences from home in the 
handling of engagements. 
M r . Simson's connection with the firm 
dates back to July 21, 1901, when he was 
first employed as an assistant accountant. 
It has been continuous except from 1908 
to 1912, during which time he served as 
superintendent, Bureau of Insurance, of 
the Equitable Life Assurance Society. 
He became a member of our firm March 1, 
1913. 
M r . Simson leaves with the high pro-
fessional and personal esteem of his as-
sociates in our organization and keen re-
gret that circumstances have arisen to 
cause the severance of such long continued 
and pleasant relations. 
A t the annual meeting of the New York 
State Society of Certified Public Account-
ants held on M a y 9, 1921, M r . Cook was 
elected President for the current year. 
A Retrospect 
AN unbroken record of twenty years' service is an honorable achievement, 
worthy of more than a passing tribute. 
It is, therefore, with a real pleasure and 
pride that we commemorate the long con-
tinued and loyal efforts of M r . Albert 
Greacen and Miss Loretta Taaffe, who this 
year will round out a term of twenty years' 
association with us. M r . Greacen began 
his work with the firm on March 3, 1901; 
Miss Taaffe, on June 12, 1901. 
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Relations with Clients 
H A V E you ever stopped to think what 
it is all about, this work which as a 
professional organization we are doing? 
Is it a mere matter of putting in so many 
hours a day, doing so much work, and 
collecting so much money? If that's the 
way you see it you have missed the big 
thing in the field in which you are engaged. 
If you have the true accounting instinct 
and are true to yourself and to the ideals 
of the accountancy profession your interest 
wil l be directed at and your thoughts 
focused on giving satisfaction to clients 
regardless of everything else. 
This generalization may mean much or 
little depending upon the consideration 
which is given to it. "Satisfaction to 
clients" may be a glib term in the parlance 
of modern inspirational literature or it 
may be something to take seriously to 
heart in its application to each specific 
engagement. Generalities are fine at 
times in formulating thought and pointing 
the way, but they accomplish little in the 
way of getting anywhere. What we need 
to do is to take "satisfaction to clients" as 
our watchword and think about it all the 
time in relation to every piece of work 
which we undertake. 
Every engagement is prompted by a 
motive on the part of the client. The 
client who comes to us for service is in the 
same relative position as a patient who 
goes to a physician. Sometimes the 
patient knows what his trouble is and 
sometimes he does not. Some patients go 
to a physician for relief from some illness; 
others, like the Chinese, in order to keep 
well. 
Likewise, some clients know exactly 
what they want, can and do tell us. There 
are other clients who want to be "looked 
over" generally. Then there are the clients 
who seek our services as a means of relief and 
those others who want to be "kept well ." 
Every client has his reason for coming 
to us. The fact of his coming denotes a 
need for help. But before this help may 
be rendered the motive must be either 
expressed by him or discovered by us. If 
the client makes clear his purpose the prob-
lem is simplified. If he does not do so, it 
is useless to expect that relief or help may 
be intelligently afforded until the motive 
has been discovered. It is only under 
such circumstances that satisfaction to the 
client may be expected. 
There is a new type of client, manifesting 
itself more and more, which believes in 
co-operation with the accountant. The 
type is exemplified in a member of a promi-
nent engineering firm who said recently, 
"It is the prerogative of the executive call-
ing on accountants for work to be done to 
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state what information he desires brought 
out in the report, otherwise the report 
loses much of its value." 
This type of client is highly satisfactory 
in this respect from the point of view of 
the accountant and by reason of such pro-
cedure the burdens of the accountant are 
lightened. It is helpful to know what this 
client wants, but it must be borne in mind 
that he will not be satisfied unless he re-
ceives a report which contains the informa-
tion desired. Ascertaining what is desired 
is but a step precedent to supplying the 
information. This in turn only leads up 
to the satisfaction of the client. 
The problems of a big organization ren-
dering professional service are many and 
diversified. The work is beset with many 
pitfalls not the least of which is the ten-
dency to lose the personal touch and in-
terest. Criticism of this nature is fre-
quently made. It is frequently justified. 
But the tendency should not be permitted 
to develop. Close and thoughtful applica-
tion to the work on the part of the account-
ants on the engagement, intelligent and 
intensive supervision, frequent contact of 
principals with client, all working together 
with minds fixed on the desires or needs 
of the client afford the remedy or prefera-
bly the preventive for such criticism. Size 
of organization should have no effect on 
the quality of service if there is effective 
co-operation on the part of everyone who 
has a hand in rendering the service. The 
desire for satisfaction to clients should be 
the whip which serves as a stimulant to 
co-operative effort. 
"A Little Learning—" 
By L . C . MATTHEWS , Manager, Atlanta Office 
TH E time honored maxim with respect to copious imbibition from the Pier-
ian Spring, when applied to a knowledge 
of corporate management, is perhaps more 
observed in the breach than in the per-
formance. 
We firmly believe that the elements of 
corporate procedure and management 
should form a basis of the so called "busi-
ness course" now included in the curri-
culum of our public schools. 
Many students pass directly from the 
public schools into business without even 
a working knowledge of a corporation. 
The attendant results are often disastrous. 
Almost any experienced accountant in pub-
lic practice is able to catch the thread and 
follow the machinations of a crook, but the 
ignoramus is the fellow that keeps us 
guessing. 
A n accountant engaged on an audit of 
the accounts of a large jobbing corpora-
tion was once asked by the vice-president 
and treasurer of the company, "What are 
the rights of a partner in a corporation?" 
When the official was told that there were 
no partners in a corporation; that he was 
a shareholder by virtue of the amount of 
capital contributed; that he was a director 
by the votes of the stockholders; that he 
was an officer of the company elected by 
the directors; that all of his rights, as well 
as his duties, were defined in the charter 
and by-laws of the company; he very 
frankly admitted that he had never read 
either of them. About a year after this 
incident, the company was adjudged bank-
rupt and the aforesaid official did not sur-
vive the disaster. 
Two young men, in a neighboring state, 
with abundant capital, supplied by indul-
gent fathers, secured the agency for a 
popular motor car and started on a busi-
ness career. The employment of several 
different bookkeepers, all of whom were 
more or less deficient in the knowledge of 
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practical accounting, together with the 
passage of the income tax law, caused 
them to employ the services of a public 
accountant to determine "where they were 
at." The accountant seeing in letters of 
gold on their office window "John Doe & 
Richard Roe, Inc.," and the same title 
on their business stationery, very properly 
asked to see their charter, by-laws and 
book of minutes. They produced a docu-
ment from their safe which upon examina-
tion proved to be an application for a 
charter prepared by an attorney (for 
which they had paid fifty dollars), but 
which had never been signed by them-
selves or granted by the court. Of course 
no by-laws or book of minutes existed. 
Their expressed reason for the title in use 
was to enable them "to sue and be sued." 
They continued, as a partnership, in a 
highly profitable business. There is indeed 
a divine Providence that looks after some 
of them regardless of what they know. 
A country engagement presents a phase 
where a young man, with no business edu-
cation or experience whatever, backed by 
the ever indulgent rich parent, "bought 
out" a small, seemingly prosperous, manu-
facturing concern which was supposed to 
be incorporated. A n audit of the accounts 
was not required on the occasion of the 
purchase, not even a trial balance was 
made, nor could have been made since 
practically no books were kept. Someone 
connected with the business, however, had 
prepared and filed an income tax return, 
full of inconsistencies and errors, as a re-
sult of which the federal government has 
presented a claim for additional taxes 
which, if correct, wil l result in bankruptcy 
for the "company." It may be possible 
to save the concern if any records are 
obtainable with respect to its operations. 
A large manufacturing concern that we 
know of failed to renew its charter and 
operated for nearly a year as a de facto 
corporation, simply because those respon-
sible did not know that a renewal was 
necessary, or forgot to give the matter 
attention. 
A public service corporation increased 
its capital stock in a large amount by a 
resolution of its board of directors, but 
without a proper amendment to its charter 
and without authority of the public serv-
ice commission of its state. 
A partnership of four members, doing a 
business of a million dollars per year, re-
solved itself into a close corporation. 
Each of the former partners is an officer 
of the corporation and it is still their 
practice to have the bookkeeper handle, 
on the corporation's books, all of their 
private and household accounts, even 
to the smallest of items. They would not 
accept any system of accounts designed 
to preclude such practice, but insisted on a 
column in the cash book provided specially 
for such items. These personal accounts 
serve as vehicles in which a designing book-
keeper may carry concealed many items 
properly belonging to the company's opera-
tions. Each account is like unto a vermi-
form appendix, which wil l sooner or later 
require an operation at the hands of a 
public accountant. 
The declaration of dividends resulting 
in the impairment of capital stock is not 
infrequent and is often the result of igno-
rance rather than design. It is hard for a 
layman to understand why he can put his 
money into a concern and be unable to 
draw it out. 
There is one corporate phase, however, 
that is never forgotten—the limit of the 
stockholder's liability to the amount of 
his paid up stock. This is an anchor to 
windward which never drags—a right 
present help in time of trouble. 
The foregoing examples will serve to 
illustrate some of the results of a lack of 
rudimentary knowledge existing through-
out the country as revealed in our practice. 
Of course there are many large corpora-
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tions with high salaried legal departments 
which do not commit such blunders. The 
woods are full of them, however, who pay 
Cuba's Financial Situation—(Concluded) 
By C . M . C L A R K , Acting Manager, Havana Office 
A S U G A R B O A R D was created to maintain the price of sugar and con-
trol sales. The most powerful means 
which the Board could have had to con-
trol the situation, it did not possess, 
namely, the ability to finance the mills 
and the crop. The price has been main-
tained to a certain extent but sales have 
been limited. Considerable activity was 
evidenced during the latter part of Apr i l 
in transferring sugar to the United States 
in order to have it landed there before the 
Fordney tariff provisions should become 
effective, but such transfers were not neces-
sarily sales. 
Little difficulty was experienced by the 
banks in February. The Torriente Law 
required only a payment of 15 per cent. of 
moratorium balances and 10 per cent. had 
already been paid. The middle of March 
was passed without trouble although the 
pinch for money was beginning to be felt. 
The planters needed money, the mills 
needed money, in fact throughout the in-
terior of the island it was difficult, almost 
impossible, to get money. 
On behalf of the Banco Nacional, a com-
mission was sent to the United States to 
secure the necessary funds for the middle 
of Apr i l moratorium payment. On Apr i l 
9 the bank announced its inability to se-
cure the necessary funds and did not open 
its doors for business. 
Acting in good faith with the post mora-
torium depositors, the bank issued to them 
drafts on the Royal Bank of Canada for 
their balances. Its affairs were then turned 
over to a liquidating commission. 
Directly following the closing of the 
Banco Nacional vehement attacks were 
made upon the American and Canadian 
banks, particularly upon the Royal Bank 
of Canada. The consequent run upon that 
bank was met only by telegraphic instruc-
tions to remain open until midnight if 
necessary to pay depositors. Rumor that 
the foreign banks would not stand behind 
their Cuban branches was thus success-
fully met. 
During the week of Apr i l 11, a loan, said 
to be $20,000,000, was obtained by a 
combination of financial interests, and a 
corporation was formed to finance the mills 
and the sugar crop. This organization has 
been credited with the ability to raise 
whatever funds are necessary for its pur-
poses. It is backed by the interests of the 
Guaranty Trust Company of New York, 
the Royal Bank of Canada, and The N a -
tional City Bank of New York . 
The situation as this article is written 
has eased considerably but the next strain 
wil l probably occur as the date for the mid-
dle of May moratorium payment ap-
proaches. The political situation has been 
cleared by the recognition by the United 
States of Dr . Alfredo Zayas as the duly 
elected President of Cuba to take office on 
M a y 20, 1921, and by the withdrawal of 
General Jose Miguel Gomez from the 
political field. 
There is a great deal of hoarding of 
money. Importation and sale of small 
family safes is extensive. A practice which 
dates back to the time when merchants 
throughout the island had more confidence 
little attention to corporate matters and 
it is up to the public accountant to bring 
their ignorance and carelessness to light. 
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in the people who sold them merchandise 
than in the banks shows evidence of being 
revived. Deposits with the merchants of 
Havana are being made by their custom-
ers, to be disposed of in accordance with 
instructions. Such deposits, however, can-
not bear interest or else the Havana mer-
chant would subject himself to the bank-
er's tax. How long these practices wil l 
continue, and whether there wil l be the 
burglaries that usually ensue, only time 
will tell. 
For a clear understanding of the effect 
upon the Island of Cuba of the closing of 
the Banco Nacional, it must be mentioned 
that this bank with its principal office in 
Havana, maintained 135 branches through-
out the island. E l Banco Español de la 
Isla de Cuba with its principal office in 
Havana also operates many branches. 
Confidence between the American and 
Canadian banks on the one hand and the 
people of Cuba on the other is a little too 
far strained to permit a ready solution of 
the problem by American financing. The 
newspapers of Cuba have little understood 
that a policy of conservatism on their part 
would do much to help the situation. 
They have made bitter attacks upon the 
banks with no regard for the effect of such 
articles in destroying confidence. The 
foreign banks are a little hesitant about 
taking deposits that will be withdrawn at 
the next rumor. And their loans are 
greatly hampered by the Cuban custom 
which is to loan largely on name and 
persuasion. 
Financial statements are not usually 
offered, but wil l be supplied from the books 
when requested. Such statements are not 
to be questioned without apparent insult 
to the client. They must be assumed to 
be correct because the Cuban law places 
certain restrictions upon the keeping of 
books. To doubt the correctness of ac-
counts is to question the integrity of the 
organization and the honesty of the book-
keeper, according to the Cuban attitude. 
That the bookkeeper may have uninten-
tionally made some mistakes or that he 
may not have thoroughly understood the 
accounting principles necessary to record 
in a proper way some transactions, is given 
no consideration. 
One of the outstanding examples of 
credit is revealed in the announcement in 
the newspapers of the meeting of the cred-
itors of one individual who owes $28,000,-
000, and whose pyramid of debt was 
built for the purchase of property at highly 
inflated values with no margin of safety. 
Liquidation of such liabilities, if possible 
at all, cannot be accomplished for years. 
While the assets include two sugar cen-
trals, a refinery, some land, securities and 
contracts, it is difficult to see how these 
can keep up the interest on such heavy 
loans and make any substantial reduction 
of principal. 
The situation now is one of anxious hope. 
The mills are grinding and there is evi-
dence of activity which ought to produce 
some value for purposes of liquidation. 
Rumors constantly come to Havana that 
certain large mills have closed for want of 
funds. But as yet these remain uncon-
firmed. The end of the grinding season 
will , without doubt, find many heavy 
credits not liquidated. A system of Amer-
ican warehouses has been established and 
is being extended to take care of some of 
the sugar that is not sold. 
Cuba may reach a situation this summer 
or fall where it will have to face large cred-
its unliquidated by the present crop and 
with little prospect of further extensive 
liquidation until the grinding season of 
1922. This is not necessarily pessimistic 
prophecy. It is an eventuality to be con-
sidered as a part of the financial outlook. 
There is little doubt but that many in 
Cuba have learned from bitter experience 
that certainty should be the foundation of 
banking and finance in so far as certainty 
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is possible. And where estimates of the 
future must be made, such estimate should 
be based upon known facts as to present 
conditions, and as to the results of past 
efforts. 
For some the lesson wil l not have been 
sufficiently plain and the old "rule of 
thumb" methods will continue. That per-
sons wil l be able to build credits into the 
millions of dollars without presenting cer-
tified statements, however, is hardly to be 
looked for again. Such credits wil l be es-
tablished not upon one's estimate of what 
he has, nor upon a certification of what 
his books say, but upon impartial com-
petent opinion expressed after careful in-
vestigation, and substantiated by figures 
verified and presented. 
Analyzing Cost of Manufacture and Cost of Goods Sold 
TH E following article is from a contribu-tor who prefers to remain anony-
mous. Modesty or a desire to dodge re-
sponsibility are the motives which usually 
prompt an author to hide behind the cloak 
of anonymity. In the present case we are 
sure it is modesty. The essay bears too 
well the ear-marks of an accountant who 
has suffered. It sounds the plaintive note 
of one who has been the victim of working 
papers found wanting in the day of judg-
ment. It suggests not only more careful 
attention to the matter in practice but 
some hard study on the part of every 
accountant who doesn't know the "cost 
of goods sold" section of the income state-
ment forwards, backwards, and up-side-
down. 
"One of the requirements of engage-
ments involving the preparation of federal 
tax returns for manufacturing companies 
is an analysis of cost of goods sold to show 
materials purchased or consumed, labor, 
manufacturing expense—in reasonable de-
tail, and inventories at the beginning and 
end. 
"Judging from the incompleteness of 
the working papers, the importance of 
this analysis is underestimated by many 
accountants while others become confused 
in their efforts to obtain the desired infor-
mation. 
"It is not uncommon for accountants 
to report that this information cannot be 
obtained because costs are kept by units 
or classes of production. In other in-
stances where the books show estimated 
costs, sub-divided as between material, 
labor and expense, these estimated figures 
are reported. And we have known ac-
countants to sub-divide the total cost of 
goods sold into the three elements on a 
percentage basis ascertained from cost 
reports. Some accountants who are not 
familiar with the tax forms, have reported 
that cost of goods sold could not be 
analyzed to show material, labor and ex-
pense, because these elements could not be 
segregated in the inventories at the begin-
ning and end. 
" A n audit of a manufacturing company 
which does not embrace an examination 
of cost of manufacture, and cost of goods 
sold, whether required for tax purposes or 
not, overlooks what is usually one of the 
most important, if not the most important, 
items in an audit. 
"It is obviously inconsistent to analyze 
selling and administrative expenses in 
great detail but to neglect to analyze much 
larger expenditures representing the cost 
of manufacture and cost of goods sold. 
"The government's purpose in requiring 
the information called for by the tax re-
turns is to ascertain whether the charges 
to cost of manufacture and cost of goods 
sold, are proper from a tax standpoint. 
It should hardly be necessary to say that 
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the accountant should be equally anxious 
to verify the legitimacy of these charges 
from an accounting and auditing stand-
point. 
"Usually when the accountant reports 
cost of goods sold without giving any 
supporting detail, it will be found that the 
client has a cost system and the trial bal-
ance at the end of any period, as far as 
manufacturing costs are concerned, shows 
only inventories and cost of goods sold. 
In such cases, the best procedure usually 
is to analyze the cost of goods sold account 
first and then work back from this analysis 
through finished goods, work in process, 
and as many other accounts as may be nec-
essary. Finally, the various analyses should 
be consolidated and contra items elimina-
ted, the final column showing the details of 
cost of goods sold. 
"The method of obtaining the desired 
information will of course vary with the 
methods of accounting, but in all cases 
the working papers should include an 
analysis of cost of manufacture in reason-
able detail as to material, labor, and ex-
pense, and the relation between cost of 
manufacture, cost of goods sold, and inven-
tory of manufactured goods should be 
established." 
Commissaires Des Comptes 
PARIS, May 10, 1921. 
EXECUTIVE OFFICES: 
From time to time we have received 
communications from our practice offices 
which would indicate that their under-
standing of the functions of "Commis-
saires des Comptes" of a company in 
France is that they correspond to those of 
auditors in America. 
We believe that an explanation of their 
functions might be of interest and possible 
value to both you and our clients. 
"Commissaires des Comptes" are ap-
pointed by a company at the constitutive 
general meeting, and thereafter at the 
yearly general meetings. 
They can be of French or foreign na-
tionality and may be shareholders in the 
company or not. 
Their duties are to make a report to the 
shareholders for the yearly general meet-
ing on the financial situation of the com-
pany, submitting a balance sheet, income, 
and profit and loss account. They are 
responsible to both shareholders and credi-
tors when their reports have not been 
genuine. 
The above shows the functions and re-
sponsibility of the "Commissaires des 
Comptes" as provided by the law. How-
ever, in reality the examinations made by 
"Commissaires des Comptes," as a rule, 
are perfunctory and do not include the 
analyses of the accounts made in an or-
dinary audit. It is our understanding that 
Commissaires, unless it is especially pro-
vided for, have the right to examine the 
books only during the quarter prior to the 
time fixed in the articles of association for 
the yearly meeting. 
While the intention of the law is good, 
the actual examinations made by the 
"Commissaires des Comptes" are, as 
stated above, perfunctory and do not in 
any way replace an audit. The fees paid 
are very small and only one or two days 
are required, as a rule, for the examination, 
in which time you wil l realize that a great 
amount of work cannot be accomplished. 
It has been our experience to be re-
quested by French branches of American 
companies to sign their balance sheets 
after making examination such as is usually 
made by "Commissaires des Comptes"; 
and they were surprised when we informed 
them that we could not furnish a certificate 
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until we had verified their figures in ac-
cordance with our usual methods. 
We might state in this connection that 
it is necessary that individuals and not 
firms be designated as "Commissaires des 
Comptes." As individuals we are now 
Commissaires for some few of the compa-
nies we audit here and expect at their next 
general meetings to be appointed for the 
majority of the others. We can render the 
required certificate as Commissaires based 
on the audit that we make and this, of 
course, only entails a small additional ex-
pense to our clients for the time required 
for the preparation of the Commissaires' 
report. 
(Signed) H . & S. 
It is with deep sorrow and regret that 
we record the sudden death on M a y 15, 
1921, of M r . J . C . Grabbe of the Chicago 
staff. M r . Grabbe has been a valued 
member of our staff since January of this 
year, ranking as a supervising accountant. 
Book Review 
Dewing, Arthur Stone. The Financial 
Policy of Corporations. Five volumes. 
(New York, The Ronald Press Com-
pany, 1920). 
This work might, from its scope, be 
termed an encyclopedia of corporation 
finance. Its chief merit perhaps is found 
therein. As a treatise on corporation 
finance it is thorough—possibly the most 
thorough book of its kind which has been 
presented. 
But a book to find favor with business 
men, bankers, and even college students, 
must get down to earth. The story must 
be told in words which the average reader 
wil l understand. The author's thoughts 
must be presented in a way which will 
enable them to be easily grasped. 
It is unfortunate that the otherwise 
excellent book in question makes any-
thing but easy reading. It is, to say the 
least, very abstruse. For the purposes of 
the average reader some parts might as 
well have been written in Greek. This is 
particularly true of the reference to ac-
counting (v. i i i , p. 3) which is erroneously 
termed accountancy. 
Note, for example, the author's concept 
of accounting: "The science of accountancy 
is primarily a system of logic. It rests 
on one absolutely fundamental presup-
position and three postulates arising 
directly out of this." Fortunately, stu-
dents of accounting do not go to books on 
finance for their first ideas on accounting. 
Again, "Accountancy leads to two modes 
of representing a business enterprise. One 
is the correspondence between the money 
value and the economic value of a business 
at any one moment of time." Could any-
thing be more abstruse to the uninitiated? 
Lest this review smack of narrowness and 
result in giving the reader an entirely 
wrong impression, it should be added that 
the material in the book has been well 
selected and arranged. The volumes deal 
respectively with Corporation Securities, 
Promotion, The Administration of Income, 
Expansion, Failure and Reorganization. 
The last named excels in its thoroughness 
and cites many interesting and illuminating 
cases. 
Taken as a whole, the work must be 
regarded as a contribution even though 
some of the material has appeared before 
in other of the author's books. Its value 
would have been greatly enhanced had 
the style been simpler. 
We are pleased to note that M r . Ferris 
I . Palmer of the Watertown office has 
passed the recent C . P . A . examinations 
of the State of New York. 
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Commercial crises, according to certain 
economists, occur every fourteen years. 
The economists point with confidence to 
the fact that experience proves the truth 
of the statement. Did not this country 
suffer a panic in 1893; and again in 1907? 
Does not the depression of the present year 
indicate that 1921 will bring forth a panic 
in conformity with the contention? 
There is no theory back of the conten-
tion, so far as is known, except in the case 
of Jevons, an English economist, whose 
reasoning tended strongly to bring econo-
mics into relation with physical science. 
Jevons maintained that there is a connec-
tion between commercial crises and sun-
spots; that given sun-spots of sufficient 
size, panics are bound to ensue. The 
reasoning was somewhat involved and had 
to do with the diminution of the heat from 
the sun and its effect upon crops, etc. The 
theory has never been accepted by con-
servative economists and is attributed 
generally to Jevons's fertile imagination. 
Sun-spots were observed in 1893. They 
were also observed in M a y of this year, 
when they are reported to have covered an 
area of nearly two billion square miles. 
There were none, so far as can be ascer-
tained, in 1907, those nearest to that year 
being 1905 and 1909. Coxey's army 
moved on Washington in 1893, and another 
contemplated advance under Coxey's 
leadership was reported recently. Whether 
this is a mere coincidence or the effect of 
sun-spots is problematical. 
The appearance of the sun-spots this 
year is said to be seven years in advance of 
the time anticipated, since they are ex-
pected to appear every eleven years and 
were last observed in 1917. The recent 
spots have been blamed for unprecedented 
electrical disturbances and in some locali-
ties caused, in addition to a number of 
fires, considerable damage to electrical 
equipment. That there were panics grow-
ing out of this manifestation is undoubted, 
but they were local and individual, and 
not of the kind to which Jevons referred. 
The crisis which is usually known as the 
"panic of 1893" was brought about 
primarily by what amounted to lack of 
confidence in the ability of the Govern-
ment to redeem its obligations in gold and 
to maintain the parity between gold and 
silver. During the year 1893 bank failures 
to the extent of 567 were reported. De-
posits fell off enormously. Production of 
many basic commodities decreased. Com-
mercial failures multiplied. Some of the 
most important railroads in the country 
went into the hands of receivers. U n -
employment was general and labor troubles 
complicated the situation. Crop failures 
following served to intensify the diffi-
culty. 
Sun-spots and Panics 
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The panic of 1907 has gone down in his-
tory as a "money panic." Preceded by a 
period of active speculation in which a 
group of financiers, closely identified with 
leading trust companies, indulged without 
reserve in pyramiding stocks, the crash 
came when the Knickerbocker Trust Com-
pany of New York failed to meet its obliga-
tions. Other financial institutions im-
mediately became involved and in a short 
time money became so tight that it became 
necessary to resort to payments through 
clearing-house exchanges and certificates. 
Some economic depression followed and 
extended gradually over the country, but 
did not compare with that of 1893 and was 
relieved when confidence was restored and 
the money began to come out of its many 
hiding places. 
The present situation cannot be called a 
panic. To call it a crisis would appear to 
be exaggeration. But failure to recognize 
the business depression which exists would 
be extremely ill-advised. The stage has 
been set since last November for a panic. 
A l l the indications during December and 
January following pointed in that direction. 
Banks throughout the country have been 
loaded up with commodity paper. There 
have been numerous bank failures. De-
posits have been falling off. Production 
has shrunk. Commercial failures have 
increased both in number and the amount 
of liabilities involved. Unemployment has 
been very marked, with labor disputes in 
certain industries responsible for a goodly 
share of it. And to complicate matters 
further, the largest sun-spots observed in 
many years have appeared. 
In the face of all this, the country is 
apparently getting further away from a 
panic every day. Savings-bank deposits 
continue to show an increase. Crop re-
ports from all sections of the country in-
dicate, scarcely without exception, an 
unusually large yield. The stocks of 
wholesale and retail goods have been 
fairly well liquidated. Labor, the last 
obstacle in the way of a lower price level, 
appears to have been moved. The re-
adjustment of wages bids fair to go on so 
that stocks of goods may be replaced at 
lower and more rational costs. The Euro-
pean and South American trade situations 
presumably cannot become any worse. 
Some measure of relief from burdensome 
taxation seems certain. 
Having survived thus far, with the aid of 
the flexible currency and credit facilities 
of the Federal Reserve system, the many 
influences indicating and almost dictating a 
panic, it seems safe to venture the predic-
tion that the country may rest more com-
fortably and look forward to general 
business improvement during the coming 
fall. Sun-spots and panics may be coinci-
dental. Any connection between the two 
phenomena seems more than questionable. 
We have pleasure in announcing that, 
effective June 1, 1921, M r . E . A . Kracke 
and M r . G . W . Rossetter, heretofore man-
agers of the Chicago Office, M r . T . H . 
Lawrence, heretofore manager of the Den-
ver Office, and M r . Page Lawrence, here-
tofore manager of the Kansas Ci ty Office, 
have been admitted to partnership in the 
firm, without change in their respective 
locations. 
M r . Kracke entered the organization in 
1912, as a member of the New York staff. 
M r . Rossetter was a member of the Chicago 
staff from 1905 to 1910, and became associ-
ate manager, with M r . Kracke, of the Chic-
ago Office on November 1, 1919. Messrs. 
T . H . and Page Lawrence became associ-
ated with the firm on January 1, 1920, 
when their practice in Denver was con-
solidated with our own. 
New Firm Members 
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The Natural Business Year for Inventories and Fiscal Closings* 
By ELIJAH W . SELLS 
In business, as in every other phase of 
human activity, we are prone to run in the 
ruts of custom and habit, to follow blindly 
in the routine of tradition, accepting it as 
a finality without questioning whether it 
is wise or best. For generations the cus-
tom of a large part of the business world 
has been to take annual inventories at the 
end of the calendar year without seeming 
to have any realization of the fitness of the 
time to their individual line of business. 
There is really but one proper time for 
taking the annual inventory and closing 
the fiscal year and that date is on the com-
pletion of the "natural business year." 
By natural is meant the time when the 
bulk of the annual business is passed, 
when the busy season has given its best, 
when the harvest time of the greatest 
sales activity is over. 
A t the close of the natural business 
year we reach a point like a turn in the 
road, when we wish to review what we 
have done, to see the last twelve months 
in perspective, to find out where we stand 
financially. It is a time for new planning 
for the future, adjusting ourselves anew 
to conditions, seeing the most advanta-
geous steps to take in preparation for re-
newed effort. It is the inventory, taken 
at this time, that wil l reveal to us the 
results of past effort and bring new wisdom 
in building a better and finer future. 
In this period following our year's 
harvest and in the lull preceding new 
seeding and planting, in our special line 
of business, for the next harvest, we have 
time to take an inventory. Then we are 
freer from the pressure of insistent effort 
and immune from many distractions. 
Stocks of merchandise, too, are then at 
their lowest so that the physical and 
mental work of taking an inventory are 
reduced to a minimum. Employes, too, 
are then less employed and can co-operate 
more effectively. 
From every standpoint it is at the close 
of the natural business year that inven-
tories can be made most easily, economi-
cally, and effectively. This period varies 
in different lines of trade and industry, for 
the natural business year that would be 
best for one would be the very worst for 
some other. It must be determined by the 
individual proprietor, the firm or the 
corporation, in harmony with the limita-
tions and demands of their specific busi-
ness in connection with general trade con-
ditions in their respective lines. 
There are many practical reasons to 
support the contention that most of the 
mercantile business of the country with 
which the consumer is concerned could 
best take inventories and close the fiscal 
year in the mid-summer months—July or 
August. Those having heavy summer 
trade, of which there are few, could best 
take inventories and close in the fall— 
October or November, while other dates 
would harmonize better with other lines— 
the manufacturers of articles of domestic 
consumption, such as clothing and foot-
wear, in March or Apr i l , manufacturers 
of agricultural implements in October, 
coal mining operations in March, auto-
mobile and accessories manufacturers in 
June or July, and railways in February 
or March. 
In many phases of the nation's business 
activities uniformity is greatly to be de-
sired. The date of the fiscal year is not 
one of these phases. What should be 
standardized, however, is the principle it-
self, the principle that applies with equal 
* Reprinted by permission from the Illinois Journal of Commerce. July, 1921. 
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force to all, that the fiscal year should 
correspond with the natural business year, 
whatever that may be decided to be. 
Some have thought it necessary to 
close the fiscal year on December 31, in 
order to harmonize it with federal or 
state requirements in the matter of reports 
for taxation, but, as wil l be shown, the 
Government recognizes and accepts any 
fiscal year that the individual, firm, or 
corporation selects, so long as certain 
simple requirements and formalities are 
complied with in respect to details of 
method. 
The law and regulations of the Federal 
government are found in Law Sections 
212 (b) and 226, and Regulations 45, 
Revised, Articles 25, 26, 431, and 626. 
The vital points therein contained and 
stripped of legal phrasing are as follows: 
The taxable year may be either the 
calendar year or the fiscal year, the latter 
meaning, as used by the Government, an 
accounting period of twelve months end-
ing on the last day of any month but 
December. The fiscal year must be the 
regularly established term of accounting 
of the tax-payer, but can be changed to 
the calendar year or a different fiscal year 
on giving the Commissioner of Internal 
Revenue written notice in accordance 
with the prescribed restrictions as to time. 
This may entail a partial return in addi-
tion to the full term return after the first 
change, after which annual returns are 
made. 
Conducting commercial or industrial 
activities in relation to the natural business 
year means conservation of time, money, 
and energy. A t the present time, when 
wise and prudent administration is so 
essential to cut down unnecessary overhead 
charges to the lowest terms, this question 
is of vital import. We are facing today 
two factors of excessively high cost, labor 
and taxation, each near the seeming peak 
of expense while production and sales are 
depressed. Whatever tends to economy 
in these days of trying conditions and 
narrow margins of profit should be care-
fully watched and considered to help to 
bring general business back to normal. 
A glance at the cost in any concern 
taking inventory at a time when stocks 
are large and the sacrifice of business, 
including enforced shut-downs and the 
time consumed by employes who could be 
utilized advantageously in the conduct of 
the going business, would make an appal-
ling contrast with the cost of the inventory 
at a time when the stock is the lowest and 
frequently there are surplus employes who 
can be utilized for the work without 
encroaching upon the demands of the 
heavy going business. Besides, in most 
cases this would come at a time when the 
manufacturing concern shuts down for 
necessary repairs, new installations, and 
generally getting ready for taking care of 
the larger flow of business at the rush 
period. It would show a large sum saved, 
the aggregate of which for all businesses 
would amount to many millions annually 
and possibly run into billions of dollars. 
The tendency of state tax legislation is 
to conform with that of the federal gov-
ernment. In cases where the states have 
not done this and still require returns at 
December 31, it would be far more eco-
nomical to adopt the light period of business 
for inventory taking and fiscal year clos-
ings upon which the federal return is made, 
and then make a state return as of Decem-
ber 31, or some other date as need be to 
conform with the laws of the state, based 
upon the book or estimated value of inven-
tories at that date. The same may be 
said respecting reports required by other 
government and state departments. 
In most of the well regulated businesses 
continuous book inventories are carried 
along from month to month. This is 
part of what constitutes an efficient cost 
system and for those businesses that do 
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not have such a system and depend 
entirely upon the taking of inventories 
to determine values and profits, it would 
be well to change their system of keeping 
accounts and introduce the more modern 
and efficient plan of charging the stock 
account with the purchases from time to 
time and crediting it with the withdrawals 
for manufacturing and sales at the price at 
which the charges were made against the 
stock account so that there would be a 
very close approximation from time to 
time of the inventory as well as profits 
or losses made in the business from month 
to month. This plan is calculated to in-
sure accuracy at the end of each month 
(which is checked by actual count in most 
cases annually, in some cases oftener) but 
if not absolutely accurate it is near enough 
for the practical purpose of making a state 
return that may be required at some date 
other than that used for the federal 
government. 
There is another important element in 
the consideration of the natural business 
year and that is the profession of public 
accountancy, whose usefulness is con-
stantly growing in recognition and appre-
ciation by the business world. It may 
be said that all of the states of the Union 
have recognized the profession of Certi-
fied Public Accountants by legislation 
that is practically uniform. The federal 
government and the states recognize the 
value of the profession by frequently em-
ploying its members. Public accountants 
are called upon, not alone for the periodical 
audits and certification of accounts, but 
in helping to solve problems connected 
with annual reports and to bring their 
knowledge and experience to bear on 
questions of taxation. 
Because of the almost universal practice 
of making fiscal closings at December 31, 
the profession of public accountancy is 
overwhelmed with work for a few months 
following that date and has a compara-
tively much lighter practice during the 
remainder of the year. If inventories and 
fiscal closings were made at the end of the 
natural business year, there would be dis-
tributed throughout the year from time 
to time a vast amount of auditing, tax 
work, and kindred things which the pro-
fession of public accountancy has to do 
so that its forces could be maintained 
more evenly throughout the year and be 
able to render service far more valuable 
to business. 
The public accountant has opportunity 
to form judgment upon this subject. The 
firm, of which I am a member, filled some-
thing over 4,000 engagements during the 
past year. The accountants worked un-
reasonably long hours during the rush 
period in order to give the service at the 
time it was required. This is typical of 
public accountancy conditions generally. 
Let us accept the "natural business 
year" as our fiscal year and in the aggre-
gate many millions of dollars will be saved 
to the business of the nation in countless 
phases of efficiency and economy. 
We quote the following from Finance 
and Industry of June 18, 1921: 
New Cleveland Manager 
"Withdrawal of M r . John N. Patton 
from the partnership of Haskins & Sells, 
public accountants, places charge of this 
district in the hands of M r . Eli jah Bates, 
who continues as manager of the Cleveland 
Office, in the Williamson Building. 
" M r . Bates, a M t . Union College grad-
uate, taught public school three years, was 
in the postal service four years, and has 
had nine years' experience as a practicing 
public accountant. 
"He joined the staff of Haskins & Sells 
in 1915, and was appointed manager of 
the Cleveland Office four years later." 
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Balance Sheet Audits 
The notions, even of accountants, as to 
the purpose, scope, and method of a 
balance sheet audit are so varied that we 
believe a short discussion of the subject 
may be of interest. 
While the discussion is entirely technical 
and may naturally be expected to appeal 
particularly to accountants, it is not with-
out the range of possibility that a definite 
statement on this important subject may 
contribute something to the information 
and ideas which clients may have con-
cerning it. 
The comparatively slight extent to 
which the corporations of this country 
utilize the services of public accountants 
may be attributed, to a marked extent, 
probably to the fact that many corpora-
tion officials are not cognizant of the many 
and varied functions of professional ac-
counting work and the particular ways 
in which accountants serve their clients. 
It is important and desirable, we believe, 
that the business public generally should 
be familiarized with the services which 
public accountants are prepared to render. 
Anything should be regarded as helping 
along such work which assists the client 
in differentiating as to the kind of service 
required and enlightens him as to his part 
in the relations in case of retaining a public 
accountant. 
With the thought in mind of disseminat-
ing information, we make public the 
following discussion of a balance sheet 
audit showing our conception thereof. 
A balance sheet audit contemplates the 
verification of assets, liabilities, capital 
and surplus (or deficit), at a given date, 
without investigation of the causes respon-
sible for the financial condition disclosed 
by a balance sheet further than is neces-
sary to substantiate the accuracy thereof. 
The procedure calls for an examination 
of the books, records, documents, and 
minutes (scanning the latter as far back 
as they are likely to bear on the financial 
condition in question) together with oral 
inquiry addressed to certain officers and 
employes of the organization, for the pur-
pose of verifying the value, accuracy, 
propriety, completeness, or adequacy of 
all items on the balance sheet, with inspec-
tion and proof of securities and such cur-
rent assets, except inventories, as are 
susceptible to physical examination. 
While such an engagement relates to 
the verification of balance sheet items and 
hence to a given date, it is necessary to 
make cursory examination of the recent 
substantial additions to property and on 
the occasion of a first engagement to 
extend the period covered by such examin-
ation, within reason, back to the inception 
of the property accounts; to investigate 
the surplus account as to the composition 
thereof; and in all cases to review the 
operating and profit and loss accounts for 
the recent preceding period with a view to 
detecting improper additions or omissions 
in balance sheet items, errors in principle, 
or leads to substantial accruals or deferred 
proportions, such as interest, rent, taxes, 
royalties, guaranties, advertising, etc. 
The extent to which such review is carried 
should depend upon the adequacy of the 
accounting system and the correctness of 
practices and methods employed by the 
organization under review, particularly 
in the system of internal check. 
More than passing attention should be 
given to maintenance accounts and wast-
ing assets. Regarding the former it may 
be necessary, where question as to the 
adequacy of depreciation arises, to extend 
the investigation of maintenance back 
over a considerable period, sometimes to 
the inception of such accounts. Wasting 
assets should be examined with regard to 
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prospective useful life and as to whether 
or not reserves are being created or they 
are being written off in conformity with 
such life. 
A balance sheet audit does not involve 
the verification of receipts and disburse-
ments or the performance and integrity 
of employes acting in a fiduciary capacity. 
The scope of the examination should not 
be restricted to items which appear on the 
books but should include all items, includ-
ing contingent liabilities, which affect 
financial condition, with a view to making 
a complete statement thereof in the report. 
Our report should show true financial 
condition according to our ideas and so 
far as it is practicable to give them effect, 
reserves, but where important adjust-
ments affecting property, wasting assets, 
etc. cannot be made from available in-
formation or with the client's concurrence, 
proper qualification covering such items 
should appear in the certificate, or com-
ments, or both. 
Announcement is made of the withdrawal 
from the firm, effective June 1, 1921, of 
M r . John N . Patton, formerly resident 
partner, Cleveland Office. M r . Eli jah 
Bates wil l continue as manager. 
We have pleasure in announcing that, 
effective June 1, 1921, Messrs. J . F . Pflug 
and E . B . McGuinn have been appointed 
joint managers of the Chicago Office. M r . 
Pflug wil l continue to give his attention to 
general accounting matters, while M r . M c -
Guinn wil l remain in charge of tax account-
ing. 
The appointments of M r . T . R. Young as 
manager of the Denver Office, and M r . F . 
M . Weaver as manager of the Kansas Ci ty 
Office, are also announced, effective June 
1, 1921. 
We announce also the appointment of 
M r . L . L . Tompkins, of the New York 
Office, as manager of the Havana Office, 
effective August 1, 1921, or from such date 
prior thereto as M r . Tompkins is able to 
proceed to Havana. 
Announcement is also made of the with-
drawal of M r . W . M . McKendrick as man-
ager of our office at Salt Lake City , and 
the appointment of M r . N . K . Vincent, 
C . P . A . , formerly of the Denver Office, 
to succeed him as manager. 
The Idea of the Budget 
IT is almost inconceivable, but neverthe-
less true, that this great country has 
up to the present time had no means of 
determining the total amount of appro-
priations authorized until the adjourn-
ment of Congress and until a canvass has 
been made of all bills carrying appropria-
tion provisions. And the comment has 
frequently been made that this is very 
unbusinesslike. 
Alexander Hamilton recognized the 
necessity for better business methods when 
he advocated a budget which would em-
brace provision for the collective financial 
needs of the government and offer an 
opportunity for the consideration of means 
with which to provide for the expenditures 
to meet such needs. 
Many other financiers of astuteness 
since Alexander Hamilton's time have 
recognized the same need. Government 
officials and members of Congress here 
Recent Changes 
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and there have admitted the importance 
and necessity of some such measure. But 
apparently because the chief executive 
and Congress could never agree as to which 
should have the prerogative in preparing 
a budget, nothing has until recently been 
done. 
The controversy has centered around 
the question of whether it should be a 
legislative or an executive budget. A 
legislative budget is one prepared and 
passed by the legislative body. A n exec-
utive budget is one prepared by the chief 
executive and submitted to the legislative 
body. 
The obstacle of prerogative has of late 
been overcome in some mysterious manner 
and legislation was recently enacted which 
provides for an executive budget. Such 
legislation took the form of Senate Bi l l 
No . 1084 and was approved by the Presi-
dent June 9, 1921. This is substantially 
the same provision which was vetoed by 
former President Wilson on the ground of 
some technicality. 
Stripped of its involved construction, 
the bill provides that the President shall 
transmit to Congress on the first day of 
each regular session an estimate of expen-
ditures and appropriations for the support 
of the government for the ensuing year. 
This is to be accompanied by statements 
showing the receipts and expenditures for 
the last completed year, the current year, 
unexpended appropriations, condition of 
the treasury, estimated receipts, under 
existing and proposed laws, for the coming 
year, bonded and other indebtedness, etc; 
in short, such information as wil l enable 
Congress to pass intelligently on the pro-
posed expenditures. The President is also 
required to make recommendations as to 
new taxes, loans, etc., if occasion requires. 
To enable the chief executive to carry 
out his function as author of the budget, 
the bill provides for a bureau of the budget 
to be located in the Treasury Department 
with a director and assistant to be ap-
pointed by and to work under the direction 
of the President. Needless to say, the com-
pilation of a budget for the federal govern-
ment is a prodigious task and, if efficiently 
carried out, wil l require constant attention 
and consideration throughout the year. 
There is also to be created a general 
accounting office under the direction of 
a comptroller general who, with the assist-
ant comptroller general, is to be appointed 
by the President, with the approval of the 
Senate, for a period of fifteen years. These 
officials may be removed only by a joint 
resolution of Congress after a hearing and 
for certain causes, such as malfeasance in 
office, etc. 
The function of the comptroller general 
is to prescribe forms, systems and pro-
cedure for administrative appropriation 
and accounting; to audit the accounts of 
all fiscal officers; and to make recom-
mendations for legislation to improve and 
facilitate the settlement of accounts, 
correct wasteful practices, and prevent 
the creation of deficiencies in appropria-
tions. 
The idea of the budget with the machin-
ery necessary to put it in operation and 
make it effective by means of proper 
audit is a good one. It is a businesslike 
device for establishing control over the 
financial operations of the federal govern-
ment. It should mean the end of the 
federal "pork barrel" and make for effi-
ciency and economy. It should reduce 
the financial burden which now weighs 
down and discourages the federal 
taxpayer. 
PRESS O F WILLIAM G R E E N 
July 
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Statement of Financial Condition, June 30, 1921, 
Showing Comparisons with June 30, 1920 
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to the borrower. "Cards face up on the 
table" was voiced by another banker as 
the condition essential to complete confi-
dence on the part of the lender and the 
assurance that the borrower would receive 
the last cent to which he might be entitled 
in the way of credit. Another banker 
put it concisely in this way: "Show us 
the worst, then we'll do our best." 
The statement which follows has as its 
object the establishment or maintenance 
of satisfactory relations between borrower 
and lender. It attempts, as far as possible, 
to anticipate the questions which the 
banker may ask and to furnish the answers. 
It aims to set out the whole truth and 
arrange it in the order of interest to the 
banker. 
On account of the increasing num-
ber and variation of laws enacted by 
different states and bearing on stock 
without par value, and the effect which 
such laws may have on the proprietary 
accounts, it has seemed desirable to note 
the state in which the corporation was 
organized. 
Acknowledgment is made to the Clear-
ing House Section of the American Bankers 
Association for certain refinements of 
classification used in the statement. 
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American Motivating Company 
S T A T E M E N T OF F I N A N C I A L CONDITION, J U N E 30, 1921, SHOWING C O M -
PARISONS W I T H J U N E 30, 1920 
Increase 
LIQUID ASSETS: June 30, 1921 Decrease* 
Cash $100,933.62 $58,321.98 
Notes receivable and acceptances of customers (undis-
counted): 
Current $78,844.69 $61,622.41 
Past due, estimated cash value 2,394.75 2,394.75 
Total $81,239.44 $64,017.16 
Accounts receivable of customers (less reserve for dis-
counts, returns, and uncoliectibles): 
Current $409,006.20 $102,072.20 
Past due, ess than six months 8,324.42 2,093.79 
Past due, over six months 2,436.20 523.44 
Total $419,766.82 $104,689.43 
Other liquid assets: 
Listed corporation bonds and stocks, at market. . . . $18,321.00 $5,245.00 
United States Liberty Bonds and War Savings Certifi-
cates, at market . . . . . 98,841.00 52,897.00 
Notes and accounts receivable from officers, directors, 
stockholders, and employes secured by collateral 
other than stocks of the company 2,330.00 1,000.00 
Notes and accounts receivable from sundry persons 
secured by collateral 2,000.00 2,000.00 
Unsecured notes and accounts receivable from sundry 
persons other than officers, directors, stockholders, 
and employes (less reserve for uncoliectibles). . . . 650.00 3,418.00 
Sundry accrued accounts receivable, unmatured. . . . 10,812.53 2,385.88 
Total $132,954.53 $55,338.12 
Collateral pledged to secure notes and accounts payable: 
Notes receivable $7,322.60 $2,700.00 
Accounts receivable 5,420.10 3,922.80 
Trade acceptances 10,398.25 6,096.00 
Merchandise 3,500.00 2,780.10 
Securities (at market) 30,780.60 2,001.10 
Total $57,421.55 $17,500.00 
Due from controlled or allied concerns (under current 
liquidation): 
For merchandise $2,500.00 $500.00 
For advances 25,000.00 5,000.00 
Total $27,500.00 $5,500.00 
FORWARD $819,815.96 $95,987.83 
*Decreases in black face. 
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Increase 
CONTINGENT LIABILITY FOR NOTES RECEIVABLE AND TRADE June 30, 1921 Decrease 
ACCEPTANCES DISCOUNTED $25,000.00 $5,000.00 
C O N D E N S E D S T A T E M E N T OF I N C O M E FOR T H E Y E A R E N D E D J U N E 30, 1921 
INCOME CREDITS: 
Net sales for the year ended June 30, 1921 (after provision 
for returns, allowances, and discounts) $2,731,790.46 $527,042.17 
From investments 6,000.00 3,801.00 
From discount on purchases 4,862.34 572.34 
From other sources, including interest on deposit balances 1,340.10 124.13 
Total $2,743,992.90 $531,539.64 
EXPENSES AND CHARGES: 
Cost of goods sold . $963,621.05 $149,245.44 
Selling, administration, and general expenses excepting 
salaries of officers 1,445,431.57 223,868.18 
Salaries of officers 50,000.00 5,000.00 
Interest incurred on borrowed money and other indebted-
ness 15,000.00 7,500.00 
Provision for uncollectible accounts 523.44 218.34 
Provision for depreciation 53,450.00 270.99 
Total $2,528,026.06 $385,666.27 
NET INCOME . $215,966.84 $145,873.37 
C E R T I F I C A T E OF A U D I T 
We have audited the books and accounts of American Motivating Company for the year 
ended June 30, 1921, and for five years prior thereto, and 
WE CERTIFY that, in our opinion, the above and foregoing statements of financial 
condition and income are correct. 
(Signed) HASKINS & SELLS. 
New York, July 30, 1921. 
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Why Not Lessen the Evils of Present Taxation? 
By ELIJAH W . SELLS 
TA X E S we have eternally with us. They are the price we pay for civil-
ization, organization, government. They 
began under the regime of Moses, starting 
with a ten per cent. income tax called 
"tithes." Taxation in some form has 
never left the earth since that time. 
While much has been written and said 
upon the subject of taxation and possible 
revision, it is still far from settled and there 
is apparently room for discussion. 
Public accountants are peculiarly fitted 
to pass judgment on the subject of taxa-
tion. They touch every phase and prob-
lem of business in some way and are also 
familiar with the affairs of government, 
federal, state and municipal. They per-
ceive, at close range, the effect of taxation 
on business and the great disturbance 
which it causes. Better than any other 
class do they know the superior excellence, 
economy and efficiency of the management 
of business as compared with that of gov-
ernment and the far-reaching meritorious 
effect of business upon all interests. 
The practice of my own firm has taken 
us during the past year into the affairs of 
several thousand concerns, and much of 
our work has involved tax problems from 
so many angles that it has forced on us 
conclusions as to present methods and 
needs. This is typical of all practicing 
public accountants. 
To run the government of a nation, state 
or city requires money, and the bulk of that 
money can come only through taxation. 
The greater the amount of funds required 
the greater the amount that must be fur-
nished by the people. This we accept as 
self-evident, natural, inevitable. But we 
have a right to demand, and a duty to 
make our demand vigorous and insistent, 
that the basis of that taxation be wisely 
considered, fair and equitable, aimed at 
no one class, the tax widely distributed, and 
arranged so that it fulfils its purpose with 
the minimum disturbance of business and 
the welfare of the individual. 
The present federal income tax with its 
surtax for individuals and its excess profits 
tax for corporations, is flagrantly unfair, 
inequitable and fulfils its purpose with 
the maximum disturbance of business and 
the welfare of the individual. During the 
war loyal citizens faced it cheerfully, ac-
cepting its discrimination and injustice as 
a minor matter in the dark shadows of a 
world tragedy. They took it as but an-
other of the necessary evils of war. But 
they are now rightly and insistently regis-
tering their protest against its continu-
ance, with its bad features unchanged, as 
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an unnecessary evil in time of peace and 
as disturbing, disheartening, and destruc-
tive to business activity and enterprise. 
Business is the very life-blood of the 
nation. It employs labor, pays its bills, 
adds to the wealth and influence of the 
country, and keeps money in circulation. 
Whatever drains business of its resources 
dulls its initiative, saps its vitality and 
holds the nation back from reconstruction 
and sane, normal progress. The govern-
ment's just need of money does not essen-
tially make right its method of getting it. 
The present income tax, and its twin 
incumbrances, the surtax and the excess 
profits tax, are wrong because they cripple 
unnaturally individual and corporate en-
terprise and activity at the very hour 
when they are most needed. When a pa-
tient is slowly convalescing from the severe 
shock of a long, hard, weakening illness in 
which he may have lost much blood it is 
not an auspicious time to bleed him further. 
This is precisely what is being done to 
business by the government in the name 
of taxes. 
Since we entered the war we have heard 
constantly of thrift. It has been dinned 
into our ears by thousands of speakers, has 
been flaunted at us in our morning papers, 
and has been relentlessly billboarded and 
placarded into our consciousness as one of 
the supreme duties of life. As a war meas-
ure it was a needed and inspiring call. 
Thrift was a supreme duty then. It is a 
great duty now and always. 
There are two phases of thrift that must 
be printed in red letters for Congress to 
read in relation to our taxes. Let the Gov-
ernment today, no matter what it did 
during the war, practice the thrift it 
preached to the people. Let it take its 
own medicine, eliminate the waste, the 
extravagance, the reckless administration, 
the appalling expenditure in bills which 
appeal to certain classes and that have in 
them more practical politics than practical 
patriotism. Let Congress realize that even 
a billion dollars is worth saving and exer-
cise some of this thrift. Such a course 
would reduce the demands of the tax, put 
us in a better position to pay what we have 
to pay and make the paying easier. The 
other present lesson in thrift is for the 
Government to learn to save the business 
of the nation instead of losing it by sap-
ping its substance; save business so that 
business may save enough to pay its taxes. 
The individual is encouraged to be thrifty; 
to "lay something up for a rainy day." A 
corporation should do the same, since a 
good year may precede one or more bad 
ones and the accumulated reserve may be 
needed to make up the deficit of the poorer 
years. But most of all business should 
save for its rehabilitation and further 
expansion. 
The iniquitous excess profits tax and 
surtaxes are uneconomic in that they stim-
ulate extravagance and reckless expendi-
tures in many ways instead of inspiring 
thrift. Many businesses have used ad-
vertising space beyond their real needs, 
have been willing to pay unnecessarily 
high prices for labor, and have plunged 
into expenses that ordinary business wis-
dom would not sanction under normal 
conditions, thereby intensifying an al-
ready abnormal condition. Taxes are re-
sponsible for these extravagances. 
The Government Loan Organization is 
advertising for the Legion of Dollar Savers 
(a squad in every home) to invest their 
savings in the future of the United States 
of America and says: "Business wil l boom 
and factories reopen—but more money wil l 
be needed to enable the wheels of industry 
and commerce to turn at full speed. . . . 
Dollars invested through this channel wil l 
ultimately promote business enterprise and 
provide employment for al l ." 
While these few dollars saved and added 
to business are desirable it is more essential 
to conserve and protect the billions of dol-
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lars that are now in business. The Gov-
ernment should recognize the rights of the 
large interests not as against those less 
prosperous, but in order that there may be 
cooperation between them in the resusci-
tation of business and the promotion of its 
further progress. 
Fostering the interests of those who have 
billions now invested in business wil l 
"promote business enterprise and provide 
employment for a l l" with greater rapidity 
than can be hoped to be accomplished by 
the Government's invitation to the "Legion 
of Dollar Savers" to subscribe dollars in 
small quantities, commendable as that 
may be. 
Moreover, those of the Legion of Dollar 
Savers who have the requisite character 
and capacity wil l , if they respond to the 
Government's call, soon find themselves in 
the same position that the large investors 
are today, because the small investors are 
in exactly the same position today as were 
the large investors only a few years ago. 
During the last two years millions have 
been withdrawn from business by those in 
the higher groups of profits and disposed of 
among those less successful, in such in-
stallments as to keep the latter out of the 
high brackets of profits, and make the tax 
resulting less than they receive in cash 
distribution. So much of the value of 
these interests as could be paid for in cash 
has been reinvested in nontaxable mu-
nicipal, state and county bonds. There 
have also been millions in securities, be-
longing to those having large holdings, 
disposed of and the proceeds likewise rein-
vested in nontaxable bonds. The aggre-
gate of these processes makes an enormous 
drain upon business resources. But there 
are other evils. Investment in the non-
taxable bonds has encouraged extrava-
gances in municipal, state, and county 
expenditures with increasing debts and 
high interest for the future. This has 
brought about high prices for labor and 
materials and has had a tendency to inter-
fere with needed housing operations at 
reasonable prices. 
In many cases those having large in-
vested interests have actually given away 
millions to members of their families and 
others in order that the aggregate of the 
taxation for the estate may be lessened. 
The law defeats its very purpose by 
causing a decline in excess profits and sur-
taxes from these various sources. 
Note an example of the cramping and 
paralyzing effect of this taxation. If a 
partnership undertakes to save one-half 
of its year's profits for the capital necessary 
to take care of its future needs and ex-
pansion, and one member's share of the 
profits amounts to a quarter of a million 
dollars, he wil l at the present rate have to 
obtain outside of his business $1,670 in 
order to pay his federal income tax and 
surtax amounting to $126,670. Thus he 
would have to pay more than he actually 
received in money out of the business, to 
say nothing of providing for his state in-
come tax, his real estate tax, if he is for-
tunate enough to own his own home, or 
other taxable property and all the expenses 
incidental to domestic and other needs. 
This is typical of countless other in-
stances of the injustice and the inequity of 
the present taxation. It is an un-Ameri-
can tax and does not fit in with the spirit 
or needs of our people. It was modelled 
on the income tax of Europe where con-
ditions were different from those of this 
country at the time of its enactment. In 
Europe were many large entailed estates, 
the heirs to which had little or no relation 
to business while in this country both the 
money and those who inherit it or make it 
are actively engaged in business. In E u -
rope the income tax does little harm and is 
but a slight disturbing factor. The Brit-
ish government developed a plan of taxa-
tion on the average of three years' income 
which is a better basis for establishing a 
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nearer approach to equilibrium in govern-
ment revenue. In America the income 
tax does more harm with less justification 
for its being. But this income tax is with 
us and is likely to remain. We must ac-
cept its bad principles but modify its terms. 
What should be done and without delay 
is threefold: First, eliminate the surtax and 
the excess profits tax; second, reduce the 
present income tax rate; third, provide in 
their place a new tax which wil l yield the 
needed revenue with the least possible dis-
turbance of business, whether corporate, 
partnership or individual. 
A tax that would apply only upon sales 
to the consumer and would not be made on 
sales of raw materials, partly manufac-
tured articles sold to manufacturers, or on 
products sold to jobbers for resale, would 
be just and equitable. 
The tax on consumption to be paid by 
the consumer should be a uniform rate for 
each of the various lines or grades, starting 
with a small per cent on necessities and 
articles in common use and graded up to a 
high rate for luxuries. With no serious 
disturbance to any business, it would pro-
duce billions annually for the Govern-
ment's needs. The term consumption, as 
applied to taxation, should be construed 
in its largest meaning and its widest appli-
cations. 
This form of taxation would have many 
advantages: 
(1) It would give wider distribution so 
that all classes would pay and being in 
small amounts would not be a drain on the 
finances of any. 
(2) Being paid at the time of sale, the 
likelihood of tax evasion would be lessened 
and as a "pay as you buy" tax would be 
paid in trifling sums as a finality, instead 
of being massed as a large amount to be 
paid later. 
(3) It would tend to stabilize prices to 
the consumer and eliminate excessive prof-
its that in many cases are intended to an-
ticipate undetermined taxes. There would 
be no incentive for the dealer to avoid pay-
ment as it would be collected from others 
and held apart for that purpose. 
(4) It would be a genuine encourage-
ment to economy and thrift because the 
bulk of the taxes would fall upon expendi-
tures and not upon profits that are accum-
ulated. It would place no limits or de-
terments to what an individual, partner-
ship or corporation might make or save. 
(5) Taxation on spending, not on earn-
ing, applied in large measures, and distrib-
uted against all who make expenditures 
would be logical, safe and equitable. It 
would give the individual the largest meas-
ure of freedom in his financial affairs. 
(6) It would be a simple form and rela-
tively easy of administration. It would be 
computed mostly by business houses 
equipped to keep records and perform this 
service economically and efficiently. The 
stamp tax plan could be applied to the 
small businesses. 
Taxation based upon consumption with 
varying rates, from the minimum for the 
necessities to the maximum for the lux-
uries, is not unlike the principle applied to 
the tariff which this government adopted 
at the beginning and has continued to the 
present time, varying only as party poli-
tics made the rate high or low. 
We must recognize that our government 
is going on for many years to come ex-
pending billions for civil operations and 
armament, part of which may be needless 
and unwise, in addition to the interest on 
war debts and their ultimate redemption. 
The American people must see the problem 
of raising revenue by taxation with broad, 
clear vision and with practical, not theo-
retical, knowledge of business and. its 
needs. A Congress which ignores the 
needs of business invites further industrial 
calamity and economic discord that is far 
reaching. Just as surely as discrimination 
against small incomes is reprehensible so 
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PL A N S have been completed whereby, effective August 15, there wil l be a 
rearrangement of the New York prac-
tice so as to relieve the 30 Broad Street 
office of some of the volume, which at 
times has been difficult to handle and 
supervise satisfactorily, particularly those 
engagements in which other practice offices 
participate. 
The plan contemplates the institution 
of a General Practice Office to be located 
at 37 West 39th Street from which atten-
tion wil l be given to engagements of a 
general character involving the participa-
tion of two or more practice offices and to 
larger and more important engagements 
in any or all offices requiring special atten-
tion. Such provision will apply to tax as 
well as accounting engagements. 
The office at 30 Broad Street wil l con-
tinue to handle local engagements, con-
centrating particularly on the downtown 
business and financial district. 
In addition there will be installed at 
37 West 39th Street a practice office which 
will serve the balance of New York Ci ty 
and contiguous territory, executing tax as 
well as other engagements. 
Expansion 
We have pleasure in announcing, effect-
ive August 1, 1921, the consolidation with 
our own of the professional accounting 
practice conducted in Detroit, Mich i -
gan, by the firm of Hollis, Ti lton and 
Porte. 
M r . Hollis is a member of the Institute 
of Chartered Accountants in England and 
Wales, and a certified public accountant 
A t the General Practice Office, M r . Cook 
will give particular attention to relations 
with clients on engagements assigned to 
the General Practice Office and to special 
engagements of a large and important 
nature. M r . Bickett will supervise 
engagements involving various practice 
offices, correlating the activities of the 
offices on such engagements. M r . Foye 
will supervise such tax work as is general 
in character or calls for co-operation on 
the part of various offices. 
Messrs. Morris and Willins will continue 
as resident partners at the 30 Broad Street 
office with M r . Hay as manager, M r . Bow-
man as assistant manager, and M r . Ross-
man as supervising accountant in charge 
of taxes. 
The practice office at 37 West 39th 
Street wil l be under the charge of M r . 
Dallas as resident partner with M r . 
Porterfield as manager and M r . San-
ford as supervising accountant in charge 
of taxes. 
A general report department, serving 
the New York territory, wil l be located 
at 37 West 39th Street with M r . Bell, as 
resident partner, in charge. 
in Detroit 
of Michigan. M r . Tilton and M r . Porte 
are also certified public accountants of 
Michigan. 
Messrs. Hollis, Ti lton and Porte have 
been admitted to membership in the firm 
of Haskins & Sells and will remain in 
Detroit as resident partners, conducting 
our practice from the Penobscot Building 
as heretofore. 
is that against large incomes. What is 
needed is not favoritism to either, but 
justice to both. The interests of bus-
iness and the interests of the country 
generally are identical. The prosper-
ity of the one means the prosperity 
of the other. Any injustice or other 
cause which hampers business affects 
adversely the whole country and all 
of the people. 
Rearranging the New York Practice 
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In the Footsteps of Tradition 
THE mental laggard is as a rule devoid 
of initiative. It apparently hurts 
him to think; at least he finds it disagree-
able. He follows the crowd and does what 
everyone else is doing. 
The thoughtless man is only one step 
removed from the mental laggard. He 
goes along doing his work mechanically; 
following form and getting results such as 
they are. 
The slave to tradition is of the same 
family. New thoughts may rise in his 
mind, but they are whipped back and 
perish without fruition. He fears to take 
a new step lest it be out of harmony with 
established custom. 
Tradition is often the rock on which 
progress comes to grief. It rears its head 
like some mighty force which wil l not be 
denied. It encompasses society, business, 
and finance. There is scarcely a field of 
activity which does not feel its power. In 
a way this is highly desirable. A basis is 
thereby afforded which serves as a guide. 
And who can gainsay the value of a guide? 
But to follow blindly in the footsteps of 
tradition is unsafe and unsound. Such 
procedure is bound to make for trouble. 
It is sure to bring results which are unsat-
isfactory if not worse. It is a check to 
initiative and hinders healthy growth. 
There is no field perhaps where tradi-
tion is a greater hindrance, except when 
properly treated, than in accountancy. 
There is no activity in which more atten-
tion needs to be given to cutting the cloth 
to the specifications of the suit. Every 
individual who is engaged in accounting 
work has to be alert to the needs of the 
situation before him. A knowledge of 
principles and practice is not enough. 
They must be intelligently applied to the 
case under consideration if most effective 
results are to be obtained. Because a cer-
tain engagement has been handled in the 
same way for fifteen years is no reason 
why it should be so handled the sixteenth 
time if the conditions relating to it have 
changed. 
Cases are numerous where machine or 
department rates have, in systems of cost 
finding, been established and used from 
year to year without change. Blank 
papers in place of securities are reported 
to have been passed by twenty-four suc-
cessive bank examiners because the first 
examiner had sealed the packages and it 
did not occur to any of the others during 
a period of ten years to scoff at tradition, 
break the seals and examine the contents. 
Following in the footsteps of tradition in 
this case made possible embezzlements 
aggregating three or four hundred thous-
and dollars. 
The treasurer of a large and well-known 
manufacturing corporation was permitted 
to have in his possession from time to time 
over a period of several years large num-
bers of notes signed in blank by other 
officials whose signatures were necessary 
to make them effective. When signed by 
the treasurer they obligated the corpora-
tion for hundreds of thousands of dollars. 
Because the practice had been established 
and in existence for years it was long after 
someone should have thought of it that 
the president of the corporation suddenly 
awoke to the opportunity which the trea-
surer had of obtaining money on the notes 
and putting the money in his pocket. 
This situation was corrected by placing 
the notes in the custody of the auditor 
who issued them, after registration, to the 
treasurer. 
Taking payroll receipts for years and 
years from several hundred office employes 
illustrates again the slavery to tradition. 
In this case thousands of dollars of un-
necessary expense for paper and time of 
employes in preparing the receipts would 
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have been saved by dispensing with a prac-
tice which had grown up with the company. 
N o one thought to suggest the abolition of 
the practice because the matter had always 
been handled that way. 
A n accountant who got the idea into 
his head that certain wording in audit 
reports should never be changed and copied 
the wording from a report of the year pre-
vious even though the current facts and 
figures did not fit the wording, is another 
case of following in the footsteps of tradi-
tion. And the incident would be ludicrous 
if it were not so serious. 
Lest the impression be gained from the 
illustrations cited that progress means 
frequent changes, it should be pointed out 
that such impression is not intended to be 
conveyed. The habit of making changes 
merely for the sake thereof is as destruc-
tive as following along in the same old 
rut. Changes are in order when they 
result in improvement or when they serve 
to make the result express the facts in 
the case. 
The successful accountant is one who, 
ever mindful of what has gone before, 
sizes up the situation in the light of the 
present and with his eye to the future does 
the thing in which he is engaged in the 
most efficient way under the circumstances. 
A competent accountant with a bright, 
active mind, concentrating on the work 
before him, will not hesitate to side-step 
tradition when by so doing he can best 
serve his clients. 
Non-Par Value Stock from an Accounting Point of View 
TH E original purpose back of the law providing for issue of stock without 
par value seems to have been to remove 
any expression or impression of a fixed 
value attaching to such shares; this for 
such benefit or effect as it might have in 
the affairs of corporations and their rela-
tions with those who contribute capital 
to corporate enterprises. 
A note of paternalism is sounded by 
some writers who, in attempting to ex-
plain the reasons for the law, credit the 
law-makers with a desire to protect the 
investor who buys a share of stock at a 
fixed price of $100 and looks upon the 
disbursement as a loan to a corporation 
which amount he expects to be able to 
recover whenever he so desires. 
Whether or not this somewhat laudable 
motive was in the mind of the law-framer 
may never be known, but the effect of the 
law is to stamp the transaction as a pro-
prietary venture and so far as it concerns 
the investor to put him on notice to inquire 
as to the value of his share. 
The law has a distinct advantage for 
directors who desire to be honest and 
straightforward since it relieves them of 
the necessity of becoming parties to a 
fiction which has often been misleading. 
This fiction has in the past been particu-
larly true in cases involving patents, 
copyrights, good-will, contracts, mines, 
etc., where there is usually more or less 
difficulty in fixing the value of such 
acquisitions. 
Under a law providing for common 
stock without par value, the situation and 
procedure appear immediately to be much 
simplified. The common shareholder, re-
gardless of what he may have paid for 
his stock, becomes entitled to such propor-
tion of the net assets, after deducting the 
value of any preferred shares outstanding, 
as the number of his shares bears to the 
total number of common shares out-
standing. The aggregate value, or the 
equity of the common shareholders, is 
determined by the excess of assets over 
liabilities and preferred shares. The value 
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per share obviously is determined by divid-
ing the number of common shares out-
standing into such excess. 
As profits are derived from operation, 
or assets otherwise increase in value, with-
out increase in liabilities or preferred 
capital, so, subject to distribution of divi-
dends to either preferred or common share-
holders, the equity and corresponding 
value of the common shares increase. 
When losses are sustained, there are shrink-
ages of asset values, or increases in liabili-
ties without corresponding increases in 
assets, the value of the common shares 
diminishes. 
The prospective purchaser of common 
shares is, therefore, charged with investi-
gation and his attention is naturally di-
rected to the balance sheet which is 
presumed to supply the information neces-
sary to enable him to ascertain the value 
of the shares. While it may be true that 
the market price of the shares is indicative 
of their value, this obviously may not be 
taken as a true index thereof since there 
are many outside influences bearing on the 
market quotations. For example, the net 
asset value per share of United States 
Rubber Company common stock, accord-
ing to the published balance sheet of 
December 31, 1920, was $166.70; yet on 
the same date the common stock sold at 
66 7/8. This asset value was after the 
deduction of liberal reserves, including 
dividends payable a month later, and 
would undoubtedly have a strong bearing 
on the consideration of the stock by a 
prospective speculative investor, although 
ignored by a purchaser who might desire 
the stock for use as collateral. 
The argument may be advanced that 
it is frequently difficult to obtain balance 
sheets sufficiently recent to be of practical 
value in this respect and that brokers are 
not interested in supplying such statements 
for the convenience of prospective pur-
chasers. It nevertheless appears that if 
the buyer of stocks is to exercise intelli-
gent judgment in so doing, he will naturally 
turn to the balance sheet as a means of 
information regarding the asset value of 
the stock. Increasing demand of such 
character cannot but help, it seems, to 
exert an influence on corporations which 
wil l tend to make them bring out their 
balance sheets more frequently than at 
present. This should be especially true 
of those which depend or pride them-
selves upon a wide distribution of stock 
in the hands of the general public. 
(To be continued) 
We announce the appointment, effec-
tive July 11 and July 25, 1921, respec-
tively, of Messrs. W . M . Trant and 
C. R. Kelley as assistant managers of the 
Denver Office. The former wil l give par-
ticular attention to reports and profes-
sional training; the latter to tax accounting. 
Announcement is also made of the 
appointment, effective August 1, 1921, of 
M r . F . E . Chamberlin as assistant man-
ager of the Cleveland Office. 
We note with pleasure that M r . J . A . 
Padon, manager of the Tulsa Office, has 
recently obtained the C. P . A . certificate 
of the State of Oklahoma. 
Our office at Los Angeles was removed 
on August 1, 1921, to the Pacific Mutual 
Life Building, 6th Street and Grand Ave-
nue, Los Angeles. 
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The Rules of the Game* 
AM O N G the papers of Thomas Van Alstyne, electrical engineer for the 
Westinghouse Electric and Manufacturing 
Company, who died at Hanley, Canada, in 
October, 1913, were found the following 
striking paragraphs, under the title, " M y 
Guide." They are so universal in their 
application that all whose rule of life, 
however imperfectly formulated, follows 
similar aims, wil l find pleasure in the 
simple nobility of this ideal of personal 
attainment. 
"To respect my country, my profession 
and myself. To be honest and fair with 
my fellow-men, as I expect them to be 
honest and square with me. To be a loyal 
citizen of the United States of America. 
To speak of it with praise, and act always 
as a trustworthy custodian of its good 
name. To be a man whose name carries 
weight wherever it goes. 
"To base my expectations of reward on 
a solid foundation of service rendered. To 
be willing to pay the price of success in 
honest effort. To look upon my work as 
an opportunity to be seized with joy and 
made the most of, and not as painful 
drudgery to be reluctantly endured. 
"To remember that success lies within 
myself—my own brain, my own ambition, 
my own courage and determination. To 
expect difficulties and force my way 
through them. To turn hard experience 
into capital for future use. 
"To believe in my proposition heart and 
soul. To carry an air of optimism in the 
presence of those I meet. To dispel i l l 
temper with cheerfulness, ki l l doubts with 
a strong conviction, and reduce active 
friction with an agreeable personality. 
"To make a study of my business. To 
know my profession in every detail. To 
mix brains with my efforts, and use system 
and method in my work. To find time to 
do every needful thing by never letting 
time find me doing nothing. To hoard 
days as a miser hoards dollars. To make 
every hour bring me dividends, increased 
knowledge, or healthful recreation. 
"To keep my future unmortgaged by 
debts. To save as well as earn. To cut 
out expensive amusements until I can af-
ford them. To steer clear of dissipation, 
and guard my health of body and peace of 
mind as a precious stock in trade. 
"Final ly, to take a good grip on the joys 
of life. To play the game like a man. To 
fight against nothing so hard as my own 
weaknesses, and endeavor to grow in 
strength, a gentleman, a Christian. 
"So I may be courteous to men, faith-
ful to friends, true to God, a fragrance in 
the path I tread." 
*Reproduced by the courtesy of Sinclair & Valentine Co. 
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Accounting for Milk Distributing Companies 
B Y F . H . SANFORD , of the New York 39th Street Office 
TH E business of distributing milk has within the past few years been the 
subject of numerous investigations, official 
and otherwise, due principally in the begin-
ing to the strenuous objection on the part 
of the public to the steady advance in the 
price of the commodity. One result of these 
investigations has been to change the 
status of the industry from a private to a 
semi-public character, somewhat compar-
able with power, light or coal companies. 
It seems probable, considering the great 
importance of milk and its by-products, 
butter, cheese and cream, as articles of 
human diet, and the relationship between 
the milk supply and the health of the 
children in a community, that the trend 
toward public regulation of the industry 
wil l continue. A sufficient supply of pure 
milk at fair prices is necessary to the 
health and comfort of the community. 
What constitutes a fair price, whether the 
subject be considered from the point of 
view of the distributor or the regulating 
authority, must be determined from an 
accurate knowledge of the original cost of 
the milk, plus the costs incidental to its 
distribution. What these costs are can 
best be determined from an adequate 
system of accounts, properly kept. While 
most of the larger companies have such 
systems, enough others do not to make 
the preparation of a comparative state-
ment of the costs of several companies 
operating in the same territory far from 
a simple matter. The accountant, there-
fore, should be fully informed as to the 
progressive stages of purchase and distri-
bution to the end that he may so conduct 
an examination as to ascertain the costs of 
these operations, or, in the case of a system 
engagement, so design the accounts and 
records that these costs may readily be 
determined, and the selling price of the 
commodity accordingly justified. The fol-
lowing statement of sales, cost and profits 
is the form used by the several large dis-
tributors as evidence submitted at a hear-
ing before the M i l k Committee of the 
United States Food Administration, for 
the purpose of fixing the prices for bottled 
grade " B " milk in New York Ci ty for the 
month then ensuing. 
EXHIBIT " A " 
COUNTRY, BOTTLED—RETAIL: 
Quarts sold, 
Sales, 
Cost—Schedule No . 1: 
Up to delivery, 
Delivery, etc., 
Total cost, 
NET PROFIT, 
EXHIBIT " A " 
SCHEDULE NO. 1 
Amount per quart 
QUARTS SOLD, 
COSTS UP TO DELIVERY, 
Purchases, 
Country—Can station expenses, 
Country—Factory expenses, 
Freight and ferriage, 
Hauling—City, 
Ci ty factory expenses, 
Depreciation. 
Total , 
COSTS OF DELIVERY, ETC. : 
Branch operation and maintenance, 
Delivery expenses, 
General, selling and administrative ex-
penses, 
Depreciation, 
Deduction from sales, 
Shrinkage, 
Total , 
TOTAL COSTS, 
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Further analyses of the items scheduled 
would show expenses as follows: 
COUNTRY CAN STATION: 
Handling, ice, freight, depreciation, 
etc. 
COUNTRY AND CITY FACTORY: 
Bottling, pasteurization, ice, fuel, sup-
plies, etc. 
DELIVERY: 
Horse and wagon and motor truck 
maintenance, labor, stable ex-
pense, container loss, etc. 
If the milk were sold to the consumer in 
the same quantities and form as originally 
purchased, the final delivered cost would 
be a comparatively easy matter to deter-
mine. This is, however, not the case. 
In order that a constant supply may be 
assured, the purchaser must be prepared 
to take all of the milk that is offered at any 
season. To refuse the surplus in the 
months of large production would inevit-
ably result in a restricted output and, in 
consequence, a shortage in the months of 
diminished production. This necessitates 
the conversion of the surplus milk into by-
products, such as butter, cream, and 
cheese, thereby complicating the problem 
of ascertaining the cost of the milk as de-
livered to the consumer, which not infre-
quently takes this aspect: 
The " A " Company buys grade " A " and 
grade " B " milk at its country stations at 
a varying price per pound, dependent upon 
the butter fat content. It uses part of this 
milk for the production of heavy cream, 
light cream, butter and cheese; sells some 
of the skimmed milk left after producing 
these, and sells some grade " A " as grade 
" B " on account of lack of demand for the 
better grade. The milk is then "standard-
ized" to conform to legal butter fat re-
quirements, and some of it sold at whole-
sale in cans, f. o. b., shipping point. The 
remainder is shipped in cans to the city 
factory, bottled, and sold by the quart or 
pint to retail customers. What is the cost 
of the milk as delivered by the quart or 
pint at the door? A correct answer to this 
problem, which is typical of the conditions 
surrounding the sale of milk at retail, re-
quires accurate knowledge of all of the 
factors influencing the cost. Primarily, 
of course, there is the cost of milk pur-
chased. M i l k is usually purchased on the 
basis of a hundred pounds weight of a pre-
scribed butter fat content. Higher prices 
are paid, in accordance with a graduated 
scale, for increased richness. The first 
step then is to ascertain the number of 
pounds of milk purchased, and to convert 
this quantity into quarts. This item, with 
the costs of country handling, including 
icing, freight, labor, depreciation of plant, 
etc., brings the milk to the bottling station 
or factory. It is here that the surplus milk 
must receive consideration. The factory 
expense will include a certain amount of 
overhead applicable to any milk handled, 
whether sold at wholesale or retail, manu-
factured into other products or lost in 
wastage. It should be considered that as 
the sale of milk at retail is presumably the 
principal object of the business, all costs 
otherwise unabsorbed are chargeable to 
that part of the sales. It seems expedient, 
therefore, to ascertain at this point the 
amount of milk sold in bottles at retail, 
and use this quantity as an objective for 
the final reconcilement or "tie-up" of the 
accounting. In the hypothetical case cited 
we find that two grades of milk, " A " and 
" B , " were purchased. As the principal 
difference between the two grades is in the 
sanitary conditions under which the milk 
is produced, the quantities may be com-
bined in the consideration of overhead ex-
pense. It is stated that heavy and light 
cream, butter and cheese, were produced. 
The amount of standard grade milk neces-
sary to produce a unit of either of these 
commodities is a matter of record, so that 
if no record has been kept of the number 
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of quarts of milk thus diverted, it may be 
ascertained by multiplying the numbers 
of each unit produced by the number of 
quarts of milk necessary to production. 
The amount of milk purchased, less the 
amount used in these commodities and 
sold at wholesale, is the quantity which 
must bear the general factory overhead 
applicable to the cost of bottled milk sold 
at retail. It is here that the knowledge of 
the number of quarts ultimately distrib-
uted is necessary, for between the quantity 
apparently remaining after allowing for 
wholesale sales and manufactured prod-
ucts, and that recorded as bottled, there 
wil l usually be found a considerable differ-
ence. This difference is the cost factor 
termed "shrinkage," which may be due to 
spilling or spoiling, or to inexact deduction 
for manufactured products. Whatever its 
cause, it must be reckoned with, and its 
amount can best be determined by the 
process of elimination of the already 
known factors. The quantities of but-
termilk and skimmed milk sold cannot 
be considered in the distribution of over-
head, as they have already been included 
in the amount of milk diverted to man-
ufactured products. The cost of the 
delivered milk having now been ascer-
tained as to prime cost, handling cost, 
factory overhead and shrinkage, the re-
maining expenses up to delivery are com-
paratively simple, consisting principally of 
bottling and pasteurization. Mention is 
made of the sale of grade " A " as grade 
" B . " When this occurs it can only be 
treated as a reduction of the profit in 
grade " A " milk and not as affecting the 
cost of grade " B . " Among the costs of 
delivery are two worthy of special men-
tion. One is that of containers. The 
needless addition to the cost of milk due 
to the attitude of the public toward the 
humble milk bottle would be an item of 
general interest, if it could be ascertained. 
M i l k bottles, whole and in part, may be 
seen discarded almost anywhere, and per-
haps if the truth were known, many others 
might be found to be temporarily with-
drawn from circulation and serving other 
purposes. In large apartment houses idle 
bottles may be found literally by the hun-
dreds, in addition to those placed for 
collection by the milk men. Some of the 
large distributors charge all bottles pur-
chased into current expense, while others 
attempt to arrive at an average life for a 
bottle, which, by the way, is stated to be 
about eight trips. A l l of these calculations 
are handicapped by the fact of the number 
of bottles in circulation being much larger 
than the delivered quantities demand. 
Another point to be considered in cost of 
delivery is that of unit expenses. It does 
not follow that because a quart of milk 
can be sold delivered for sixteen cents, a 
pint should cost the consumer only one half 
as much. In several ways it costs the dis-
tributor just as much to handle the pint 
as the quart. Items of such nature as 
these, whether approached from the stand-
point of an investigator or the auditor for 
the company, must be considered in their 
relation to the particular conditions under 
examination. N o hard and fast rule wil l 
apply to all cases. 
Following is a list of the principal asset 
and liability accounts of a large milk dis-
tributing company: 
ASSETS 
Plant property: 
Land, buildings, machinery, tools and 
equipment, horses, harness, and vehi-
cles, cattle, furniture and fixtures. 
M i l k supply and milk routes, 
Special fund investments—Route sales-
men's deposits, 
State workmen's compensation deposit, 
Investments, 
Inventories—Route products, raw mate-
rials and supplies, 
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Expenditures applicable to future opera-
tions, 
Cash, 
Notes receivable, 
Accounts receivable. 
LIABILITIES 
Capital stock, 
Route salesmen's deposits, 
Accounts payable, 
Accrued accounts—Commissions, interest, 
taxes, etc., 
Reserves, 
Surplus. 
The account, " M i l k supply and milk 
routes," represents the good will acquired 
in the purchase of the properties. The 
good wil l in the first item would be that of 
established and favorably located pur-
chasing centers. "Special fund invest-
ment—Route salesmen's deposits" ac-
counts for the investment of the guarantee 
deposits required from drivers whose duties 
include making cash collections. The 
compensation of these men usually in-
cludes a commission on the collections 
they make. The payment of interest by 
the company on the funds deposited 
would be a matter of policy to be deter-
mined by the company concerned. If 
interest is paid, the net profit or loss from 
this source should be shown separately in 
financial reports. The auditor should call 
attention to any considerable difference 
between the market value of the invest-
ments and the liability that they are 
supposed to offset, especially if the former 
is smaller than the latter. Inventories 
will quite frequently be found to be book 
records, particularly in the case of milk. 
These should be scrutinized as to their 
reasonableness. For illustration: 
In ascertaining the cost of delivered 
milk, the amount on hand, including milk 
in transit, plus purchases, less sales and 
shrinkage, is the book inventory, but a 
steadily increasing book inventory account, 
not apparently warranted by increased 
volume of business, would be open to 
suspicion, for milk is a perishable commo-
dity and cannot safely be accumulated. 
The probability would be an error in the 
records, whereby not enough allowance 
was made for milk used in manufacture, 
or for shrinkage. Accounts receivable can 
seldom be verified in detail without in-
volving too much expense. Tests can and 
should be made of a sufficient number of 
the accounts to determine their collecti-
bility. A list of the route salesmen 
(drivers) should be obtained and the lia-
bility for their deposits checked against 
the list. 
The character of these comments has 
been largely influenced by the assumption 
that the price charged to the public for 
milk and its products will be a large factor 
in any engagement for the audit of the 
accounts of milk distributing companies 
or for the installation of cost accounting 
systems for them. In such audits parti-
cularly the attitude of the public account-
ant must be one of unprejudiced and im-
partial interest. When retained by the 
distributor he must keep in mind the point 
of view of the public, which is always 
curious to know what becomes of the dif-
ference between the price paid by the 
distributor to the farmer and that which 
the consumer pays to the distributor, so 
that all facts tending to promote a better 
understanding shall be given due promi-
nence. When acting in behalf of the public 
he must not be influenced by his clients' 
interest or feeling (in which he might 
share), to the extent of neglecting the 
distributor's rights to an equal share of 
his unbiased attention. It is difficult for 
the public to appreciate the cost of over-
head and indirect expense in any line of 
distribution, but in many lines it is not so 
easy to determine the prime cost of the 
article sold, and hence the comparison 
with the selling price is not so obvious. 
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In making up reports, comparison should 
always be made on the basis of both 
quantities and dollars. It hardly seems 
necessary to remark that any statements 
relating to the cost of distribution in a 
given period must be reconcilable with 
the results of operations as shown by the 
general books for the same period. The 
different classes of trade sold must have 
careful attention to determine which 
cost factors are especially applicable 
to each, and to what extent. Retail de-
livered sales will be found to contain 
practically all factors, sales at wholesale, 
f. o. b. shipping point but few, and other 
sales in variation. Delivery expenses are 
worthy of study. A small dealer has been 
known to receive credit for greater effi-
ciency in this direction than his large 
competitor, until an investigation proved 
that his efficiency consisted in refusing 
business outside of a small, congested 
territory, while the big dealer, considering 
himself to be a public servant, would 
deliver a pint of milk practically wherever 
requested in city limits. As a famous 
painter is said to have stated that he 
mixed his paints with brains, so if the 
public accountant will mix his professional 
knowledge with common sense, he may 
be a valuable promoter of good under-
standing between the public and the dis-
tributors of one of its most necessary 
articles of consumption. 
Non-par Value Stock from an Accounting Point of View 
(Continued) 
TH E effect of non-par value common stock laws upon the policies of directors 
should be wholesome in many respects. 
Because previous laws made shares of 
stock which were issued for less than 
their par value partially paid and there-
fore assessable for the difference, it was 
quite customary for companies acquiring 
patents, copyrights, good-will, etc., to fix the 
value of such acquisitions at the par value 
of the stock issued in exchange therefor. 
This, while entirely legal, provided the 
directors declared that the value fixed was 
in their judgment correct and there was no 
fraud involved, led to what amounted to 
an admission, sometimes almost in the 
same breath, that the assets were not 
worth what they were declared to be worth 
by accepting from the recipients of the 
stock a donation of a large block thereof, 
for the purpose of providing working 
capital. After going through such legal 
formality, the stock could be sold at any 
price or if desired given away. In many 
instances it was given away as a bonus to 
induce the purchase of preferred shares. 
This resulted in a long and involved 
series of entries setting up the assets 
acquired and the stock outstanding at 
fictitious values; creating a treasury stock 
account at an inflated value, with an off-
setting account, in order to keep the books 
in balance, designated by some such title 
as "Stock donation account." This was 
followed by certain adjusting entries as 
the stock was sold, writing off the discount 
from the par value against the stock dona-
tion account and finally transferring the 
balance to a surplus account. 
Much annoyance and controversy was 
occasioned by this disposition of the balance 
in the stock donation account. Some con-
tended that it should be closed into a re-
stricted surplus account and made a part 
of the invested capital. Others insisted, and 
with the support of court decisions, it must 
be admitted, that it should become a part 
of the free surplus, thus being susceptible 
to distribution as dividends. The former 
disposition undoubtedly carried out the 
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intention of the stock donors. The latter 
just as surely defeated the purpose for 
which the donation was intended. 
The present non-par value laws, general-
ly speaking, make it possible for the 
directors to act in a manner which is at 
once clean-cut and frank. Twenty-three 
states have passed laws providing for the 
issue of common stock without par value. 
Most of the laws provide that the stock 
may be issued for such consideration as is 
fixed by the directors acting under author-
ity of the certificate of incorporation or 
power conferred upon them by the stock-
holders. 
The Illinois law is an exception to this 
rule in that non-par value stock may not 
be issued for less than five dollars a share. 
In the Maine law there is apparently a 
conflict; one section authorizing the stock 
to be issued for such consideration as the 
certificate, etc., may provide; another 
section stipulating that the non-par stock 
must have a value of at least five dollars 
a share. 
The New York law previously placed a 
minimum limitation of five dollars per 
share on non-par stock, but in the latest 
amendment, effective May 11, 1921, an 
alternative proviso is included so that by 
making the necessary statement in the 
certificate of incorporation, the limitation 
as to the value of the non-par stock is 
removed and the stock may be issued for 
such consideration as may be fixed by the 
directors. 
Under the present laws, except in those 
states where a minimum value is required 
to be placed on the non-par stock, the 
issue of such stock for patents, trademarks, 
and like acquisitions is much simplified and 
the facts are clearly reflected in the ac-
counting. The true value, or at least the 
value which represents the best judgment 
of the directors is assigned to the asset 
acquired. This amount represents the 
value of the common stock issued in ex-
change for the asset and is the amount 
which is credited to the common capital 
stock account. Should any of such com-
mon shares then be donated by the recipi-
ent thereof, no money entry is required; a 
memorandum entry in a treasury stock 
account showing the number of shares, 
without value attaching, being sufficient. 
Upon the subsequent sale of any of this 
stock, cash in the amount of the proceeds 
would be debited and the common capital 
stock account credited. Thus are the 
facts recorded and the troublesome entries 
in the stock donation account made un-
necessary. There is also avoided any 
question of disposition of the balance in 
the stock donation account as to whether 
it should be transferred to the free or the 
restricted surplus. The value of the com-
mon stock is represented by the value of 
the patents or other intangible assets 
acquired, plus the cash received. 
Several states, for example, New York, 
New Jersey, Pennsylvania, Massachusetts, 
and Illinois, among others, have compli-
cated the situation with regard to stock 
without par value by providing that both 
preferred and common shares may be 
issued. Some states also authorize a 
division of the common stock into two or 
more classes. The purpose of the latter 
provision seems solely to differentiate 
stockholders as to voting power. 
Where there are both preferred and 
common shares without par value, the 
former may carry a preference either as 
to dividends or assets, or both. Where 
preferred as to assets, the amount of such 
preference must be expressed in the certi-
ficate and presumably may not be greater 
than the amount paid in for the preferred 
stock. 
Under the New Jersey law, the total 
number of preferred shares both with and 
without par value issued and outstanding 
may never exceed two-thirds of the entire 
number of shares of all classes issued and 
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outstanding. Any preferred stock with-
out par value may be redeemed after three 
years from date of issue at the price which 
the corporation received for the stock 
when issued. 
A share of preferred stock without par 
value is represented by a certificate setting 
forth that the party whose name appears 
thereon has contributed a certain amount 
expressed therein to the capital fund of 
the corporation issuing the certificate and 
is entitled to the return of the sum specified 
before any capital funds are returned to 
common shareholders. 
The only advantage of preferred stock 
without par value seems to be that of 
making it possible to sell such stock at 
any price upon which the directors may 
agree and still have such stock full-paid 
and non-assessable. 
The provision has the disadvantage of 
raising certain questions in the mind of 
anyone familiar with the theory under-
lying common stock without par value 
as to the rights of the respective classes 
of shareholders, and lays the foundation 
for involved controversy, if not litiga-
tion. For example, granting that in 
liquidation the rights of the preferred 
shareholders rank ahead of those of the 
common shareholders, what would be 
the preferences, as among them, of pre-
ferred shareholders who had purchased 
shares at $60, $70, and $80 respectively? 
The certificate of the common share-
holder differs in substance in that it entitles 
him upon distribution, and regardless of 
what he may have paid for his stock, to 
an aliquot part, according to the number 
of shares outstanding at such time, of the 
net assets over and above all debts and 
stock preferences. 
While the common shares may have 
been sold at various prices, the respective 
holders are all placed on the same footing 
in the matter of distribution of assets. 
Thus is the apportionment to them made 
easy whereas the distribution to preferred 
shareholders, where stock has been sold at 
different prices, would appear to be at-
tended with considerable difficulty. The 
provision for non-par value preferred 
stock is so comparatively recent that 
actual cases have, so far as is known, yet 
to be settled. The possibilities of difficulty 
in fixing the order and amount of payment 
to such shareholders, however, are easy 
to foresee. 
(To be continued) 
Announcement is made of the withdrawal 
of M r . F . M . Weaver as manager of the 
Kansas Ci ty Office, effective September 
15, 1921. 
The annual meeting of members of the 
firm and managers of offices wil l be held 
at the Executive Offices, commencing in 
the forenoon of Thursday, September 22, 
and continuing through Saturday, Septem-
ber 24, 1921. 
Following the annual meeting a confer-
ence of professional training and report 
representatives wil l be held at the Exec-
utive Offices, beginning on September 26, 
and continuing over a period of about ten 
days. The purpose of the conference is 
to afford an opportunity to review the 
work of the past year, plan for the work 
of the coming year, and discuss intensively 
the report and professional training work 
with a view to advancing the best interests 
of the organization and improving the 
quality of service through the education 
and development of the staff. 
We have pleasure in announcing that, 
effective October 1, 1921, M r . J . D . Brawner 
has been appointed manager, and M r . P. 
S. Gibson associate manager, of the Phila-
delphia Office. 
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Rubbing Elbows 
TH E annual meeting of nineteen twenty-one has come and gone. It will take a 
place in the firm's history as one of the 
most important events thus far recorded. 
The meeting was not only the largest, but 
the best ever held. 
For many years the firm has followed the 
practice of calling together annually, ex-
cept for one year, the partners and man-
agers. From a mere handful in the 
beginning, the number has increased until 
this year there were fifty-one in attendance. 
The meeting began on Thursday morn-
ing, September 22, with general hand-
shaking and visiting until eleven o'clock, 
when the business session opened. M r . 
Sells presided and greeted those present 
with a few words of compliment on the 
achievements of the past year. After a 
reading of the minutes of the last meeting 
and some remarks by M r . Cook regarding 
the general practice, the meeting adjourned 
to M r . Sells' and M r . Ludlam's room, 
where a buffet luncheon was served. 
The afternoon was devoted to a discus-
sion, led by Miss Bolles, of secretarial and 
office routine problems. In the evening 
there were several private dinners, after 
which the party, including the wives who 
accompanied their husbands, attended a 
performance of "Tangerine." 
Friday was given over to golf at the 
Garden City Country Club, where six 
foursomes participated in a tournament. 
The first prize, consisting of a dozen U . S. 
Royal golf balls, was won by M r . Fuller. 
M r . Vaughan received the second prize 
which was a Thermos carafe. The "duf-
fer's" prize was awarded to M r . Kracke, 
M r . Bickett and M r . Gause not competing. 
A dinner dance at the club house followed 
in the evening. 
Business sessions were resumed on Satur-
day. M r . Ludlam and M r . Bickett led a 
discussion of the firm's financial policies 
and matters relating to financial depart-
ment routine. M r . Dunn gave an interest-
ing talk on the proprietorship of working 
papers and the accountant's obligation of 
privileged communication. This was fol-
lowed by a general discussion of relations 
with clients and with the public. 
The program extended over into Sunday 
and finally required the entire day. M r . 
Porte discussed the uniform system for 
Dodge Brothers' Dealers and answered 
questions as to its scope and installation. 
M r . Dallas presented the subject of tax 
accounting with its many problems and 
opportunities for genuine service to clients. 
M r . Wildman spoke on professional train-
ing and the Bulletin. A question box 
closed the program which was concluded 
late in the afternoon. 
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Many expressions of satisfaction at the 
pleasure and benefit derived from getting 
together were heard after the meeting. It 
afforded not only an opportunity to wel-
come certain new members, but to pass 
down traditions, cement relations, and 
spread the spirit with which the organiza-
tion is energized. It was like a well-spring 
bubbling over with the enthusiasm and 
inspiration which develops out of the rub-
bing together of elbows in a common cause. 
Those in attendance were as follows: 
Messrs. Matthews, Atlanta; Hyde and 
Nickerson, Boston; Leffler, Buffalo; Fuller, 
Croggon, and Reik, Baltimore; Kracke 
and Rossetter, Chicago; Bates and Cham-
berlin, Cleveland; Lamb and Bowen, C in-
cinnati; Bland, Dallas; T . H . Lawrence 
and Young, Denver; Hollis, Ti lton, and 
Porte, Detroit; Tompkins, Havana; Page 
Lawrence, Kansas C i ty ; Hahn, Los A n -
geles; Jumonville, New Orleans; Morris, 
Willins, Hay, Bowman, Dallas, Bell, 
Porterfield, Shepard, New York ; Brawner 
and Gibson, Philadelphia; Gause, Pitts-
burgh; Leo, Portland, Oregon; O'Connell, 
Saint Louis; Forbes, San Francisco; V in -
cent, Salt Lake Ci ty ; Davis, Seattle; 
Padon, Tulsa; Scoville, Watertown; Miss 
Bolles, Messrs. Sells, Ludlam, Dunn, Cook, 
Vaughan, Bickett, Wildman, Carter and 
Foye, Executive Offices. 
By Their Work Shall They Be Known 
By W . H . ADAMS , of the Cleveland Practice Office 
RE C E N T L Y M r . Brown, president of the Brown Manufacturing Company, 
applied to his principal banking connection 
for additional credit and submitted a 
financial statement prepared by the com-
pany's accountant in support of his re-
quest. 
The banker made a very careful analysis 
of the statement and informed M r . Brown 
that, based upon the statement submitted, 
the bank could not grant the additional 
credit. 
M r . Brown was very sincere in the 
belief that he was entitled to the credit. 
The demands for more capital were be-
coming more pressing, and, as is usually 
the case, after trying all of the home 
remedies without effect, the doctor was 
called. A prominent firm of public ac-
countants was retained in the hope that 
the accountants might be able to pre-
scribe some remedy which would keep 
the patient alive. 
Fortunately for the client, the ac-
countant assigned to the work was one of 
broad business experience as well as of 
marked accounting ability. He was more 
than an ordinary "figure hound" who 
simply verifies the transactions as they 
appear on the records and summarizes 
them in the form of a balance sheet and 
income statement. He went deeper into 
the affairs of the company than simply 
making a brief review of past transactions. 
He found an opportunity to get out into 
the plant and, as he went through, made 
mental notes of everything that occurred 
to him which might be of benefit to the 
client. During the progress of the audit 
he looked into every possible angle of the 
business. 
When he had finished his work he was 
in possession of facts in connection with 
the business which, when presented to 
the client, not only placed the latter in a 
position to secure the necessary credit from 
the bank, but also brought to his atten-
tion a number of changes in policy and 
methods which resulted in a great saving 
to the company. 
Many who are entitled to credit pre-
sent their facts in such shape that they 
do not secure it ; and many who are not 
entitled to credit so distort their facts 
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that they secure, to the chagrin of the 
creditor, credit to which they are not 
entitled. 
There are many ways in which the ac-
countant may be of service to the client 
if he is alert and awake to the impor-
tance of the profession and to the needs 
of business. 
Industrial and financial leaders agree 
that the present business depression has 
been the best possible thing for American 
industry, because it has afforded an op-
portunity to prepare for the coming battle 
for trade supremacy. 
This country is entering a period which 
makes it imperative that all business get 
down to the most scientific basis possible 
in order to be able to compete for the 
world trade. The United States is noted 
as the most extravagant country in the 
world. In order to hold our place among 
nations and secure our share of the world 
trade it is essential that we live down this 
reputation by producing at a cost which 
will bring the world to our market place. 
We must eliminate waste, and by this I 
do not mean waste of materials only, 
which has grown to enormous proportions, 
but lost motion must be eliminated, 
time must be saved, and everything 
which enters into the cost of production 
must be weighed intelligently 
There are concerns carrying inventories 
of from two to five times their require-
ments, some through lack of foresight 
and some because they do not know what 
they have. In some instances the carry-
ing charges have equalled one-half or 
more of the original cost. They seem 
to lose sight of the fact that the inventory 
is simply cash in another form. 
The profit and loss statements of many 
concerns show a fair return for the year 
but the concerns do not know on what 
lines they are making their profit. A n 
intelligent analysis and study of the 
business very often develops the fact 
that they are losing heavily on some lines, 
although the net result of operations for 
the year shows a profit. 
M r . Charles Huttig, who for many 
years was president of the Third National 
Bank of St. Louis, stated to me just a 
short time before his death, that the plan 
on which he worked was to "keep them in a 
healthy condition so that when the epi-
demic comes they are not affected." Or, 
in other words, discourage overexpansion 
so that when the panic comes they are 
in a position to weather the storm. 
The employing of the public accountant 
in fair weather as well as in the storm is 
one way to "keep well," But in employ-
ing the public accountant, or business 
doctor, the same care must be exercised 
as one would exercise in the selection of a 
physician. The best is none too good. 
The public accountant is going to be 
called upon during the next few years to 
render a greater service than ever before. 
He must possess the knowledge of ac-
counts and the skill and ingenuity in 
applying this knowledge. He must render 
constructive service and prescribe ways 
and means of taking care of the business 
of the country. Are we going to measure 
up to the task which confronts us or are 
we going to pass up the greatest oppor-
tunity for service ever presented? The 
simple verifying of the figures and their 
allocation is not sufficient. We must be 
more than theorists. We must know from 
actual experience what results can be ob-
tained from the proper application of our 
recommendations. 
This calls to my mind the case of a 
college graduate about thirty years of age 
who conceived the idea that he wanted 
to become a public accountant. He se-
cured a position with a prominent firm 
of accountants and became quite a student 
of accounting subjects, but, as he very 
often stated, during his one season on 
the staff, he could not find in his work a 
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case that would "fit the book." Or, in 
other words, he could not visualize the 
things that confronted him in his work 
and apply the theories that he had studied. 
Another case that came to my atten-
tion recently is that of an appraisal 
company making an appraisal of a plant. 
When the man in charge came to the 
physical inspection of the assets appearing 
on an analysis of the property accounts, 
he mistook a calculating machine for a 
hydrometer. 
These are probably remote cases but 
they illustrate the importance of the 
accountant's being well versed in the 
theories of accounts and by practical 
experience being able to visualize the 
transactions as they appear before him. 
Technical knowledge is highly essential, 
but the intelligence with which this knowl-
edge is applied is the yard stick by which 
our usefulness is measured. 
This should bring to the mind of those 
who are charged with the employing of 
accountants the great importance of select-
ing men who are able to render the service 
to which our clients are entitled and 
which they have a right to expect. Put 
yourself in the client's place and ask 
yourself if the man that you are con-
sidering for the staff is such a man as 
would appeal to you if he presented his 
credentials to you for the purpose of 
making an audit of your affairs. Does he 
inspire confidence? This is a serious 
matter and must be treated with the 
greatest care and consideration. The ac-
countant in charge is permitted to go into 
the most sacred records of the business 
and in selecting a man for the staff this 
should always be kept in mind. 
Another important point is the frame 
of mind of the accountant or his belief and 
absolute confidence in the firm. 
A salesman cannot make much of a 
success unless he has confidence in the 
house and its product. Neither can the 
accountant render proper service unless he 
thoroughly believes in the firm for which 
he is working. He must sell to himself the 
idea that the firm is rendering the best 
service available before he can create in 
the mind of the client the desire for the 
service we render. 
The accounting profession does not 
countenance solicitors or salesmen of ac-
counting service, but the accountant in 
the field can be the greatest salesman on 
earth by creating in the mind of the client 
the desire for our service. 
If the accountant is going to inspire 
confidence in himself and the firm he must 
have the utmost confidence in his superiors. 
The managers and those in charge must 
conduct themselves so that their very 
actions and methods of handling matters 
wil l inspire the confidence of the men on 
the staff. This must originate at the 
fountain head. The executive, in order 
to maintain a high standard of efficiency, 
must at all times be on the alert and 
awake to everything that goes on in the 
organization. He must realize the great 
responsibility resting on him and he must 
radiate the light for the entire organiza-
tion. The executive is the "spark plug" 
of the organization. If he does not func-
tion properly the whole organization is 
going to find it difficult to "make the 
grade." He might consider his job a sort 
of baseball game. There are three men 
on the bases. The executive is at the bat. 
We have pleasure in announcing the 
appointment, effective October 1, 1921, 
of M r . Paul Shepard as manager of the 
New York 39th Street Practice Office, in 
charge of tax accounting. 
We announce also the appointment, 
effective October 1, 1921, of M r . P. P. 
Rossman as assistant manager of the New 
York Broad Street Office, in charge of the 
Tax Department. 
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Concerning Expenses 
THE attitude of the firm in the matter 
of accountants' expenses is expressed 
in the "Suggestions for Professional Con-
duct" as follows: 
"It is the desire of the firm that members 
of the staff shall travel and live while on 
out of town engagements in a manner 
befitting their professional standing. A t 
the same time, since expenses are incurred 
for account of clients, it is necessary that 
expenses be kept at a minimum consistent 
with such status. The accountant should 
live comfortably and well without being 
extravagant." 
What constitutes a manner befitting pro-
fessional standing may be a matter of 
opinion. It is also conceivable that 
opinions may differ on the subject. But 
it is doubtful if any one will disagree with 
the statement that the standards of living 
of the professional man should be equal 
to those of the average business man. 
The business man of today requires at 
least that he shall have a decent home, with 
a good bed, in order that he may have 
proper rest, a bath in order that he may 
keep clean, proper and wholesome food, 
which is conducive to health and the 
generation of physical and mental energy, 
presentable clothing in order that he may 
conform to the custom of his class and, 
further, that his clothing shall be kept in 
proper condition. 
Granting that the professional man is at 
least on a par with the business man, it 
must be assumed that he wil l maintain 
such standards of living. If these are his 
standards of living while at home, he is 
entitled to them when abroad. Such then 
is the standard which the professional 
accountant may reasonably be expected to 
maintain while away from his home on 
engagements for clients. 
But the conditions of obtaining shelter 
and food differ in different localities and as 
among different hostelries. In some local-
ities there is no choice as to hotels or prices. 
In some hotels there is no choice as to 
rooms or accommodations. Where such 
conditions prevail the accountant is forced 
to accept things as he finds them and the 
client presumably will be satisfied with 
the arrangements. 
While the client has an obligation to pro-
vide the accountant with decent hotel 
accommodations, the accountant also has a 
duty to exercise discrimination and judg-
ment in the selection of his accommoda-
tions if the opportunity is presented. A 
room with bath and a good bed are un-
doubtedly essential to his comfort, but 
there is apparently no reason why, if the 
conditions are such that he spends only his 
sleeping hours in his room, he should have 
one of the most desirable rooms in the 
house, perhaps in the front overlooking a 
park. Or if by making proper inquiry 
when engaging accommodations a single 
room with a shower bath, which would be 
just as satisfactory as a double room with 
a tub, could be obtained at a cheaper rate, 
there seems to be no reason why such pro-
cedure should not be followed. The same 
would naturally apply where by taking a 
room by the week, providing the probable 
length of stay warrants such negotiations, 
a better rate could be obtained. Such 
methods are not beneath the dignity of the 
accountant. They prove conclusively that 
he is living up to the high ideals of his 
profession which make it incumbent upon 
him at all times to exercise his best ability 
in the interest of his clients. 
It is usually safe to hazard the guess 
when a man is seen in the dining car of a 
train eating through an à la carte menu 
from soup to nuts that someone else ulti-
mately is going to pay the bill . There is 
no reason why an accountant traveling 
and eating at the expense of a client should 
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not appease the inner man with a reason-
able amount of sustaining and satisfying 
food. He would not be expected, in a city 
like New York or Chicago, to wander off 
into a side street among office boys and 
satisfy his craving for food with a hot 
frankfurter and a glass of lemonade. 
Neither would he be consistent if he were 
to repair to the most expensive eating 
place in the neighborhood and regale him-
self with the delicacies of the season. Rea-
son in eating as well as in all other things, 
should be his guide. 
What is reasonable must be governed by 
the circumstances. A man traveling on a 
train has little choice but to eat in the 
dining car. He would scarcely be ex-
pected to jump off the train and grab a 
sandwich at the risk of having the train go 
on without him. The average business 
man would do no such thing. And being 
limited to the diner he is obliged to pay the 
price. Consequently, the consumption of 
a rational quantity and selection of food 
must be regarded as reasonable under the 
circumstances, cost what it may. 
Trains like hotels vary in their accom-
modations. Some are de luxe; some are 
anything but de luxe. Where the latter 
conditions prevail, there is nothing to do 
but accept the situation. A n extra fare 
train because of its speed may in certain 
cases contribute to the client's best in-
terests or, as a matter of fact, be more 
economical than the ordinary train. But 
it is difficult to see how in fairness to the 
client one may indulge in the luxury of 
having one's nails manicured, or the serv-
ices of the barber, or the valet, at the 
expense of the client because such con-
veniences happen to be provided. 
A professional man at home must wear 
clean linen, have his clothes pressed, and 
present generally a well groomed appear-
ance. He is expected to maintain such 
standards when away from home. But 
who will admit the fairness of saving up 
his soiled linen in order that when he goes 
out of town he may have it laundered at 
the client's expense? Or is there any 
reason why accountants working in a 
mining camp or a logging camp where 
everyone else goes about in flannel shirts, 
corduroy trousers, and storm boots should 
have his clothes pressed every other day, 
providing such service is available? 
The incurring of expenses depends very 
largely on the psychological attitude of the 
individual. If he regards such expense as 
incidental to the accomplishment of a cer-
tain purpose and to his physical and 
mental efficiency, his attitude will tend 
towards reason and care while incurring 
such expense. If he looks upon going out 
of town as a lark and the opportunity to 
indulge himself in certain luxuries to 
which he is not accustomed at home, there 
is strong likelihood that he wil l be led into 
extravagances which are not justifiable. 
Changed conditions call for greater care 
in the consideration of expenses. Not 
only are prices generally lower throughout 
the country, but because of the present 
business depression clients are likely to be 
less tolerant of expenses which are on the 
border between necessity and extravagance. 
The firm is charged with the duty of 
dealing honestly and fairly with clients in 
the matter of expenses. The duty of the 
firm is not confined to any one individual 
or class. It extends to every member of 
the organization no matter what his status 
is or where he may be. The duty of the 
firm wil l be much more easily fulfilled if 
every individual takes unto himself the 
obligation of helping to meet the changed 
conditions. 
A t the annual meeting of the Illinois 
Society of Certified Public Accountants 
held in Chicago on September 13, 1921, 
M r . George W . Rossetter was elected 
president for the ensuing year. 
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Non-Par Value Stock from an Accounting Point of View 
(Continued) 
A N O T H E R interesting point involved in 
the question of stock without par value 
is the stated capital. In this connection, 
it is perhaps pertinent to consider the pur-
pose of the provision in the law such as 
has been made in the case of Maine, and as 
an alternative provision in New York. 
Stated capital does not mean the capital 
with which the corporation will begin 
business, such as $500 or $1,000, but the 
capital with which the corporation wil l 
carry on business. The Maine law, for 
example, requires that the certificate of 
incorporation shall state—"the amount of 
capital with which the corporation wil l 
carry on business, which amount shall not 
be less than the amount of the preferred 
stock, if any, authorized to be issued with 
a preference as to principal, and in addi-
tion thereto a sum equivalent to five 
dollars, or to some multiple of five dollars, 
for every share authorized to be issued 
other than the preferred stock; but in no 
event shall the amount of such capital be 
less than one thousand dollars." 
The provision of the New York law is 
substantially the same except that instead 
of stock "authorized" the law reads "stock 
issued and outstanding"; there is no mini-
mum limitation as to the amount; and the 
original amount may be increased by "such 
additional amount as from time to time 
may by resolution of the board of directors 
of the corporation be transferred thereto." 
The Maine law in respect to stated 
capital appears to present certain diffi-
culties in that stock authorized may be 
very different in amount from stock issued 
and outstanding, and it would be impossi-
ble as a practical matter to carry on busi-
ness with capital representing stock until 
such stock has been sold and the capital 
realized. 
The purpose underlying the require-
ment as to stated capital is apparently 
two-fold; first, to distinguish from paid 
in, or contributed capital, that derived 
from operations; second, to disclose to 
those from whom the corporation may 
seek credit, the fact that there is a margin 
over and above the liabilities, which is 
not subject to distribution as dividends, 
and upon which reliance may be placed 
for safety in granting credit. 
Without the requirement of stated capi-
tal, the division between contributed and 
earned capital is lost as soon as any accre-
tions are derived from operations. Where 
non-par common shares are involved any 
surplus automatically disappears through 
merger with the common capital since the 
common shareholders become entitled to 
whatever excess there may be of net assets 
over any preferences. Unless some legal 
provision is made for setting apart the 
contributed capital, the matter of dis-
tinguishing it from the earned surplus 
is apparently left to the pleasure of the 
directors or the accounting officials. 
Good accounting naturally dictates that 
the surplus resulting from operations shall 
be kept and shown as an account and 
item separate from the contributed capital, 
but unless the law specifies that the capital 
with which the corporation will carry on 
business shall be stated, there appears to 
be no means of imposing this separation. 
Merging the surplus from operations 
with contributed capital is dangerous in 
at least two respects. Capital contributed 
may be impaired, and the impairment 
concealed as to the balance sheet, when a 
deficit from operations exceeds the previ-
ous accumulation of surplus. Dividends 
may unwittingly be paid out of capital 
where the amount of the dividend declared 
exceeds the accumulation of surplus. The 
first is misleading; the second, illegal. 
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Where the question of a change in the 
form of stock incident to reorganization 
enters into the situation, some modification 
of the above views may be indicated. And 
the decision depends largely upon the 
meaning of reorganization. Where re-
organization means merely a change in the 
form of capital stock from that with a par 
value to that without par value, there 
appears to be no reason for combining the 
surplus with the capital unless such pro-
cedure is made necessary by the statement 
of capital. 
If a corporation with a capital of $100,-
000 represented by capital stock with par 
value and with a surplus of $150,000 were 
to change to capital stock without par 
value and announce that henceforth the 
corporation would carry on business with a 
stated capital of $200,000, it would seem 
only logical that $100,000 should be trans-
ferred from surplus to capital. But as 
long as the stated capital is not in excess 
of $100,000, the transfer of the surplus, or 
the combination of capital and surplus, 
seems an unnecessary step which only 
works a disadvantage in tying up the 
surplus. 
If, however, reorganization means the 
creation of a new legal entity, there is some 
question regarding the propriety of not 
merging the surplus and capital of the 
predecessor corporation and having the 
combined amount appear as capital on the 
books of the successor corporation. The 
contention is frequently made, and with 
some basis of logic, that newly organized 
corporations, except certain classes where 
surplus has been paid in, can have no 
surplus prior to operations. It is also con-
tended, following out this line of argument, 
that a corporation may not purchase sur-
plus. In the case of merger, the surplus 
of the two corporations may be combined 
after all the capital stock of one corpora-
tion has been acquired by the other, but 
when purchasing or acquiring the stock 
the acquiring corporation is in reality 
acquiring the net assets. And it is con-
tended by those who hold this view that the 
net assets are not divisible into the equities 
of capital and surplus It is doubtful if 
such contention could be maintained, how-
ever, in one case where one corporation 
purchased the capital stock of another 
corporation, and the balance sheet of the 
latter showing a surplus was incorporated 
in and made a part of the contract of sale. 
It is probably more conservative and 
better accounting generally, where a new 
corporation having common capital stock 
without par value takes over a predecessor 
corporation having capital stock with par 
value, to take the position that the net 
assets have been acquired and set up the 
capital of the new corporation in an 
amount equal to the value of the net assets, 
ignoring any question of surplus. 
(To be Continued) 
The following members of our organiza-
tion are to be congratulated on their recent 
attainment of the C. P. A . certificate of the 
several states specified: 
M r . F. C. Rohwerder, General Practice 
Office, New York ; M r . P . P. Rossman, 
New York Broad Street Office, Ohio; M r . 
W . M . Coursen, New York Broad Street 
Office, New York. M r . Rossman ob-
tained the New York State certificate in 
1920. 
Our office at New Orleans has removed, 
under date of September 26, 1921, to the 
Hibernia Bank Building, Carondelet and 
Gravier Streets, New Orleans. 
The Atlanta office has also removed, on 
October 1, 1921, to the Palmer Building, 
Marietta and Forsyth Streets, Atlanta. 
Effective September 17, 1921, the tele-
phone number of our offices at 37 West 39th 
Street has been changed to Longacre 7272. 
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Theory and Practice 
THE everlasting argument which pur-
ports to bear on theory and practice 
would, i f stripped of its disguise, probably 
turn out to be a discussion on theory or 
practice. Unfortunately the faithful array 
themselves on either one side or the other. 
One man boasts of being practical. He 
scorns and criticizes the other fellow as 
being too theoretical. He has no use for 
theory. He claims to do the practical 
thing which the situation calls for at the 
time. But every once in a while he runs 
across a situation which is new to him and 
doesn't know what to do because he has no 
theory upon which to fall back. 
The theorist is too prone to disregard the 
practical existence of conditions as they are. 
One eminent theorist was continually 
prescribing that conditions be changed in 
order that system evolved from his theories 
might work. The theorist is continually 
confronted with the task of fitting the 
proverbial square peg. 
It should not be a question of theory or 
practice but theory and practice. It is 
time for the practical man and the theorist 
to get together and learn that ideal pro-
cedure is the result of correct theory fol-
lowed by execution which is in conformity 
therewith. Each blunders more or less be-
cause he fails in the realization of this im-
portant, principle. 
Two thoughts which apply to theory and 
practice are well expressed in a book en-
titled "How to Keep a Store" published in 
1882 and written by Samuel H . Terry after 
thirty years' experience in merchandising. 
M r . Terry says: "Experience is a good 
teacher; but his school is a very expensive 
one, and many of his lessons may be 
economically and advantageously studied 
in a book of this kind." Further, "The 
most simple truths, too, sometimes fail of 
their proper influence at first, because we 
do not see how they apply to any contem-
plated action until we are taught by 
experience." 
There is apparently nothing new under 
the sun. Reading, study, and research are 
as essential today as they ever have been. 
They constitute a necessary base for in-
telligent work. Much of their benefit is 
lost, however, if the results are not applied 
in a common sense way. 
A n ideal code of theory looking to the 
successful completion of any piece of work 
may be found in the following three rules: 
First, Find out what you are after; 
Second, Determine the methods to be 
employed; 
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THE high ideals of a physician impose 
upon him the obligation of holding 
in confidence any information concerning 
his patients which may come to him in the 
course of professional relations. Law-
yers, ministers and accountants are guided 
by the same principle of obligation. 
The statutes confer upon doctors and 
lawyers the right of refusing to divulge 
information which they acquire in the 
course of service to patients and clients. 
Ministers are likewise protected. But 
the accountant, who is frequently in the 
confidence of his client to a degree equal 
to that of other professional men, is 
omitted from the statutes. 
Such omission may not be attributed 
to a difference of opinion regarding the 
propriety of placing the accountant under 
the statutes, but rather, in all probability, 
to the fact that accountancy as a profes-
sion had not yet received recognition when 
the statutes in question were framed. 
M r . John B . Geijsbeek, L . L . B . , M . C . S . , 
C .P .A . , in the August, 1911, number of 
the Journal of Accountancy, referring 
to the subject of confidential communi-
cations, writes as follows: 
"The latter doctrine pertains only to 
the question whether a person can be 
permitted or compelled by law to divulge 
the communications between persons who 
stand in a confidential or fiduciary re-
lation to each other, or who on account 
of their relative situation are under a 
special duty of secrecy and confidence. 
In other words, the question involved 
here is whether secrets between parties 
can be forced from them for the sake of 
justice, public policy, or the good order of 
society. Such a confidential relation in 
law exists between parties in which one 
is bound to act for the benefit of the 
other, or who, on account of their relative 
situation, are under a special duty of 
secrecy and fidelity. Such a relation may 
also exist when a continuous trust is re-
posed by one person in the skill and 
integrity of another, or the peculiar re-
lations which exist between parties such as 
client and attorney, principal and agent, 
principal and surety, landlord and tenant, 
parent and child, guardian and ward, 
ancestor and heir, husband and wife, and 
others. Such a relation certainly exists 
between the accountant and his client, 
although not specifically named." 
Notwithstanding the lack of specific 
provision in the statutes, accountants 
generally have taken unto themselves the 
obligation of confidence and have refused 
to disclose to third parties, except with the 
permission of the client, information which 
has come to them in the course of pro-
fessional engagements. 
A certain well-known trust company 
sent a representative to a firm of certified 
public accountants seeking information 
as to the financial standing of a client 
who was a prospective borrower. For 
some reason the bank chose this course 
rather than that of seeking the information 
from the client. The request was denied. 
The trust company was offended. The 
accountants lost one, if not more, en-
gagements as a result. Yet the bank 
would require the approval of a depositor 
before giving out the amount of his bank 
Third, Decide what you are going to do 
with the information after it has been 
obtained. 
The practical aspect of the situation 
calls not only for the intensive applica-
tion of energy in the execution of the 
work as planned, but ability to change 
quickly the methods and program if con-
ditions change or difficulties unforeseen 
suddenly loom up. 
Confidential Communications 
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balance to a certified public accountant 
retained by the depositor to audit his 
accounts. 
Accountants frequently have claimed 
and been accorded professional privilege 
when appearing as experts or as witnesses 
in cases of litigation, even in so small a 
matter as disclosing names of clients. 
A n accountant appearing as a witness 
before the Lockwood Investigating Com-
mittee in New York recently was not so 
fortunate, as, upon claiming professional 
privilege, "the same as doctor, lawyer, or 
priest," and refusing to produce working 
papers covering the audits of a client 
under investigation by the committee, 
he was adjudged in contempt. 
N o penalty has yet been imposed in 
this case so far as can be ascertained. In 
fact, it is difficult to find cases where ac-
countants taking a similar position have 
been found in contempt, much less penal-
ized. The indications seem to be that 
while some courts are loath to recognize 
the right of professional privilege on the 
part of accountants because the statutes 
do not so provide, they hesitate to raise 
the issue by citing for contempt and im-
posing a penalty, because such action 
would be against public policy. 
The circumstances surrounding the case 
Cost or 
AM O N G the expressions which fall glibly from the tongues of those who 
know, those who think they know, and 
those who have no idea as to the meaning 
of the phrase, is the one "cost or market, 
whichever is lower." 
The phrase did not originate with the 
Treasury Department. It has been in 
use among accountants for many years. 
But the Treasury Department has, in 
connection with taxes, been the cause of 
its increased use. 
The phrase has its application chiefly 
in which the Lockwood Investigating 
Committee cited for contempt may have 
justified the position taken by the com-
mittee. The benefit which would have 
accrued to the public generally would 
possibly have been greater, had the 
financial affairs of the client been exposed, 
than the detriment suffered by the client 
in such exposure. And this perhaps was 
a peculiar case which should not be 
allowed to cloud the general principle of 
confidential relations. 
The working papers of an accountant 
are his property. They are not the 
property of the client. They contain 
information relating to the client's affairs. 
A trust to guard the information is im-
posed upon the accountant. Any request 
for the papers is a request for the in-
formation. The request for the papers 
should be denied, except the client con-
sent to their delivery, first on the ground 
that the accountant has no papers be-
longing to the client, and second, that if 
he had such papers he would have no 
right to give them up without the client's 
consent. 
M a y the time speedily come when the 
matter wil l be regulated by statute rather 
than go limping along with the support of 
common law practice. 
Market 
to inventories. It is scarcely ever ap-
plied to securities although the same 
principle holds in connection therewith. 
Inventories are of course of various kinds. 
It is therefore important that an expression 
like "cost or market" should not be used 
carelessly or indiscriminately. 
The goods of a trading concern should, 
for inventory purposes, be priced at cost 
unless in the market, at the date of the 
inventory, the goods may be replaced at a 
cost which is lower than that at which 
they were originally acquired. Such is the 
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meaning in this case of "cost or market, 
whichever is lower." 
It is all a matter of viewpoint. 
"Market" means purchase market; not 
sales market. It should always mean the 
same thing. It should never be con-
strued as meaning the selling prices of the 
concern to which the goods belong. Such 
a basis for inventory valuation would 
result in anticipating profits, which 
is not countenanced by good account-
ing. 
In a manufacturing concern the problem 
appears at first more complex. In reality 
it is almost as simple with respect to the 
foregoing argument as in a trading con-
cern. 
The problem divides into three parts 
in accordance with the divisions of the 
inventory, namely: materials, goods in 
process, and finished goods. 
Materials are easy; original cost or 
purchase market cost, meaning replace-
ment cost, whichever is lower. 
Goods in process; slightly more diffi-
cult, in that some analysis is necessary 
to determine the units of accumulated 
material, labor, and overhead, according 
to the stages of completion in which 
the goods are found at inventory time. 
But once determined, the principle re-
mains the same—original cost or purchase 
market prices of the elements, whichever 
is lower. 
Finished goods are still more difficult. 
They may be analyzed as to elements, 
which is seldom practicable, or they may be 
considered as completed units for pur-
poses of valuation, which is the more 
usual. As units for purposes of valuation 
their manufactured cost is as a rule easily 
ascertainable but their replacement cost 
rather more difficult since they may be 
specialties wherein the manufacturer fixes 
the market price. 
Where there is a market price fixed 
by competition, such price, when lower 
than the cost of the individual manu-
facturer, presumably may be used. Where 
there is no competitive market price there 
appears to be no recourse except to use 
the selling price of the individual manu-
facturer, deducting therefrom the gross 
profit, unless perchance the goods are 
analyzed as to their elements and the 
market prices of such elements are used. 
The Treasury Department apparently 
finds no fault with this procedure except 
where goods in the inventory are for 
delivery under firm sales contracts at 
fixed prices entered into before the date 
of the inventory, in which case the goods 
must be inventoried at cost (Regulations 
45, article 1584). 
The point of the argument is that 
everyone should be in agreement as to 
what is meant by "market." The 
generally accepted meaning is replace-
ment cost. When we mean selling price 
we should so state. When we use the 
term "market" it should be understood to 
mean replacement cost. It might even 
be clearer and better in audit reports to 
use the terms, when they apply, "re-
placement costs" and "selling prices, less 
gross profit." 
Non-par Value Stock from an Accounting Point of View 
(Continued) 
THE act of changing from stock with 
par value to stock without par value 
raises a question with regard to the treat-
ment of surplus. The treatment in turn 
depends upon the procedure by which the 
change is accomplished. One method of 
procedure consists merely in changing the 
form of stock. The other method consists 
in organizing a new corporation and intro-
ducing the new form of stock. It is not the 
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intention to discuss here the relative ad-
vantages and disadvantages of the two 
methods; rather the effect of the respective 
methods on the surplus. Both methods 
are somewhat carelessly referred to as re-
organization. The word is a misnomer in 
the first instance, wherein no reorganization 
takes place. The only thing which hap-
pens in that case is a change in the form of 
capital stock. Reorganization may be said 
to take place where a new corporation is 
organized to succeed a former corporation. 
As illustrating a case wherein the capital 
stock is changed in form, assume that at a 
given date the Burrington Company (a 
New York corporation) had assets of $500,-
000, liabilities of $100,000, capital stock 
of $250,000 (2,500 shares of $100 each) 
and earned surplus of $150,000. It is then 
decided to change the form of stock from 
that with par value to that without par 
value. 
The, fact is obvious that no changes have 
occurred in the assets, the liabilities, the 
capital, or the surplus. The only possi-
bility is that the situation may have been 
affected by the amended certificate of in-
corporation which would have to be filed. 
This document is referred to in the New 
York law as the "certificate of reorganiza-
t ion" although paragraph 24d following 
states that such proceedings shall not be 
"deemed to work a dissolution, or to cre-
ate a new corporation or to interrupt in 
any way the continuity of existence of the 
corporation affected." 
Irrespective of this misnomer the re-
quirement of the statute imposes upon the 
corporation a necessity for showing in the 
certificate of reorganization the amount of 
capital with which the corporation wil l 
carry on business. This is known as the 
stated capital. The New York law with 
respect to this matter makes alternative 
provisions. The stated capital may be 
either an amount not less than five dollars 
a share for each share of stock without par 
value or the aggregate of the amounts re-
ceived for the stock. Where the corpora-
tion has also an issue of stock with par 
value, such as preferred, the par value of 
such shares, issued and outstanding, must 
be included in the stated capital. The 
amount of stated capital may by resolution 
of the directors be increased but no pro-
vision seems to be made that it may be 
decreased. 
Thus it appears in the case under con-
sideration that it would lie within the power 
of the directors to fix the stated capital 
at almost any figure not in excess of 
$400,000. If the maximum amount were 
taken it would require that the surplus be 
transferred to the capital account and 
would no longer be available for dividends. 
Any dividend declared under such circum-
stances before further profits were earned 
obviously would be declared out of capital 
in violation of section 20, paragraph 2, of 
the New York Stock Corporation Law, as 
follows: 
" N o corporation shall declare any divi-
dend which shall reduce the amount of its 
capital below the amount stated in the 
certificate as the amount of capital with 
which the corporation shall carry on 
business." 
With such a barrier it would seem fool-
hardy for a corporation to take steps 
whereby it would be prevented from fall-
ing back on the surplus should occasion 
arise. The corporation is not required to 
close out its surplus to the capital account. 
There is nothing in the law which requires 
that the amount of capital shall be greater 
than it was before the change in the form 
of capital stock took place. Suggestions 
to designate the surplus as capital or special 
surplus seem inappropriate. There is ap-
parently no reason why the surplus should 
not be left free and distributable if desired 
so long as distributions do not encroach 
on the stated capital. 
Where reorganization means effecting a 
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new corporation, at the same time chang-
ing the form of capital stock, the situation 
appears to be entirely different. The 
opinion of many accountants is that there 
is no question of surplus involved. A 
newly organized corporation ordinarily has 
no surplus. There is a case on record in 
which the balance sheet of a predecessor 
corporation was copied into and made a 
part of the contract of sale. And it is 
probable in this case that through the force 
of circumstances surrounding it, the suc-
cessor corporation did acquire the surplus 
shown by the balance sheet. This, how-
ever, is a most unusual case. 
Ordinarily a successor corporation ac-
quires the net assets of the predecessor 
corporation. The value of the net assets 
automatically fixes the amount of capital 
of the successor corporation. The capital 
value per share is determined by dividing 
the number of shares without par value 
into the amount of capital. 
It is possible, of course, under the New 
York law, for the stated capital to be fixed 
at an amount less than the value of the 
net assets acquired. If the stated capital 
were to be so fixed the difference between 
the net asset value and stated capital nat-
urally would have to be designated as 
surplus. This in fact would be capital 
surplus or surplus arbitrarily taken from 
the capital. It does not seem feasible to 
trace it back to its origin in the prede-
cessor company and determine whether it 
was derived from earnings or capital. By 
reason of the philosophy which regards the 
net asset value of the old corporation as 
the capital of the new corporation, it must 
be considered as capital. 
Under such circumstances there appears 
to be little doubt that the surplus should 
be properly ear-marked as capital surplus 
and not made available for dividends. 
The courts possibly would not uphold such 
position, yet good accounting practice de-
mands such procedure. There is appar-
ently no reason for setting up such a sur-
plus account except to make the capital 
account coincide with the amount of stated 
capital set forth in the certificate. There 
is apparently nothing gained by so doing. 
It would probably be better to leave the 
whole amount representing the net asset 
value in the capital account, even though 
a balance sheet would show capital in ex-
cess of that stated in the certificate. 
(To be continued) 
The Accountant and the Public 
MOST of the disputes in which man-kind becomes engaged involve money 
matters. Claims are variously made that 
prices are too high, profits too great, or 
wages too low. Strikes as a rule grow out 
of situations wherein the wage is not 
deemed satisfactory by the employe or an 
attempt is made by the employer to reduce 
the wage. 
The wage earner undoubtedly knows 
when he is not able to live and support 
his family decently on the wage which he 
is receiving. The employer knows whether 
or not the public will stand for an increase 
in price or the stockholders a decrease in 
the return on their investment. Wage 
earners and employers assert and re-assert. 
Neither believes the other, nor is the public 
any less skeptical. 
Many of the profit sharing schemes which 
have been in existence in the past have 
broken down because of lack of confidence 
by employes in the statements made by 
employers. Many conferences held for the 
purpose of arbitrating disputes between 
employers and employes have failed be-
cause both of these two parties went into 
the conference lacking confidence in the 
statements and figures made by the op-
posing side. It has been a matter of fore-
gone conclusion, frequently, that negotia-
tions for the settlement of strikes would fail 
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because neither side believed the other. 
Each had the feeling that the other was 
striving to win whether by means fair or 
foul and regardless of facts or what pur-
ported to be facts introduced into the 
argument. 
In the present controversy between the 
milk distributers and their employes the 
public is interested because of the effect 
which the result is likely to have on the 
price of milk in the future. Leaving out of 
consideration the question of whether or 
not the demands of the strikers are justi-
fied, the fact remains that i f the distri-
buters accede to the demands as made, 
the public wil l have to bear the increase. 
The distributers are not to be blamed if 
they do not feel disposed to absorb the 
losses occasioned by the increased wages. 
The stockholders in the company are en-
titled to a reasonable return on the money 
invested in the enterprise. It is an 
economic necessity that this be so. Under 
such circumstances there is nothing to do 
but pass on the increased wage to the con-
sumer through an increase per quart in the 
price of milk. 
On the other hand, if by a revision of the 
bill of prices previously existing between 
the distributers and employes, it is possible 
to reduce the cost of distribution, the result 
wil l either increase the profits of the com-
pany or reduce the price of milk. 
The public is naturally concerned with 
future prices of milk. It has co-operated 
with the distributers throughout the recent 
crisis. It is only natural that the public 
should look forward to some benefit from 
a saving to be derived from reducing the 
cost of milk distribution. And the whole 
question is bound up with costs and ac-
counting. The public is dependent upon 
the distributers for a statement as to what 
it costs per quart to distribute milk. The 
public must rely entirely on the distributers 
as to whether or not any saving is being 
added to profits or used to reduce prices. 
With this in mind, now comes one of the 
largest distributers in the New York 
district and announces that the average net 
profit of that company per quart of milk 
handled wil l be limited to one-half cent. 
For the satisfaction of the public this 
company agrees, and has so announced in 
the press, that it wil l publish annually the 
average net profit per quart of milk han-
dled as established by certified public 
accountants of high standing. 
This is only one of the many ways in 
which the accountant of today is serving 
as an effective instrument in establishing 
harmonious relations among the various 
branches of our economic system. 
Recent Changes 
We announce the appointment, effective 
November 15, 1921, of M r . A . M . Lov i -
bond, manager of the London office, as 
manager of the Paris office, to succeed M r . 
Howard P. Garner, resigned. 
M r . Garner withdraws to join the staff 
of the Bankers Trust Company in Paris, 
where he carries with him our best wishes 
for his success in his new connection. 
M r . Lovibond joined our organization in 
1907, as a member of the New York staff, 
and was appointed manager of the London 
office in June, 1916. He is a certified pub-
lic accountant of the State of New York 
and a member of the American Institute 
of Accountants. 
M r . Lovibond wil l make his headquar-
ters at Paris as soon as his engagements at 
London release him. 
We announce the opening, as of Decem-
ber 1, 1921, of an office in Minneapolis, 
Minnesota, in the Security Building, and 
the appointment of M r . B . C . Hightower, 
formerly of the Chicago staff, as manager. 
Effective November 16, 1921, Messrs. 
W . I . Wharton and R. W . Peters have been 
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appointed assistant managers of the Water-
town Office. M r . Wharton was at one time 
connected with our Cleveland Office. 
Book Review 
Walton, Seymour, and Finney, H . A . 
Mathematics of Accounting and Finance. 
(New York, The Ronald Press Company, 
1921. 274 p.) 
This book is without doubt from a point 
of view representing the needs of the 
average student of accounting, the best 
which has yet appeared. It combines the 
good points of all similar books on the 
market, whether simple or complex, and 
adds certain things which no previous 
books on this subject have contained. 
It clears away through simple and under-
standable illustrations some of the mystery 
which wil l always surround our system of 
numbers. 
The first part of the book deals with such 
subjects as short methods and practical 
suggestions, fractions and proof figures, 
arithmetical progression, average, per-
centage, equations, trade and cash dis-
count, and turnover. These subjects are 
treated concretely with numerous illustra-
tions which make clear the principles. 
The chapter on partnerships is particu-
larly interesting, as are also those on build-
ing and loan associations, good-will and 
consolidation, and foreign exchange. 
The authors might well be congratulated 
on the simple and clear manner in which 
they have discussed logarithms. To the 
average student logarithms mean nothing. 
Few know how to use logarithmic tables, 
much less understand how they have been 
compiled. 
Like some of the other books extant on 
this subject, there are discussed in the one 
under review simple and compound in-
terest, annuities, bond discount and pre-
mium, depreciation methods, etc. 
The book also contains several appen-
dices, one giving the value of foreign coins, 
one a table of logarithms of numbers, and 
one compound interest and other computa-
tions. 
The thoroughgoing pedagogy of the 
senior author, now deceased, is very evi-
dent throughout the book. It is fortunate 
indeed that so worthy a successor as M r . 
Finney should be available to take up and 
carry on so satisfactorily the work which 
the late M r . Walton began. 
Recent Additions to the Library 
American Institute of Accountants. Board of 
Examiners. Examination questions prepared by the 
Board of Examiners of the American Institute of Accoun-
tants for the examinations conducted from June, 1917, to 
May, 1921, inclusive. New York, American Institute of 
Accountants, 1921. 204 p. 
American National Retail Jewelers' Association. 
Jewelers' Research Bureau. Complete manual of oper-
ating accounts, illustrated with forms and records (double 
entry), especially designed for retail jewelers. Los 
Angeles, California, The Jewelers' Research Bureau, 1920. 
115 p. 
Bell, William Hansell. Accountants' reports. New 
York, The Ronald Press Company, 1921. 247 p. 
Cole, William Morse, & Geddes, A. E . The funda-
mentals of accounting. Boston, Houghton Mifflin Com-
pany, (c 1921). 434 p. 
Ettinger, Richard Prentice, comp. Corporation laws 
of New York; reprint of the New York laws governing 
corporations, partnerships and associations. New York, 
Prentice-Hall, Inc., 1921. 374 p. 
McGrath, T . O. Mine accounting and cost principles. 
New York, McGraw-Hill Book Company, 1921. 257 p. 
National Confectioners' Association of the United 
States. Cost manual: prepared under supervision of the 
executive committee, by Guerdon W. Price. Colorado 
Springs, Colorado, National Confectioners' Association, 
1916. 101 p. 
Northwestern University School of Commerce. 
Bureau of Business Research. Costs, merchandising 
practices, advertising and sales in the retail distribution of 
clothing. 6 v. New York, Prentice-Hall, Inc., 1921. 
Nystrom, Paul Henry. The economics of retailing: a 
textbook for colleges and schools of business administra-
tion. Edition 2. New York, The Ronald Press Company, 
1920. 404 p. 
Todman, Frederick S. Wall Street accounting: 
a description of the business of brokerage, its accounting 
records and procedure. New York, The Ronald Press 
Company, 1921. 352 p. 
United States. Treasury Department. Manual for 
the oil and gas industry under the Revenue Act of 1918; 
revised August, 1921. Washington, Government Printing 
Office, 1921. 245 p. 
Walton, Seymour, & Finney, H . A. Mathematics of 
accounting and finance. New York, The Ronald Press 
Company, 1921. 274 p. 
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The Spirit of Christmas 
EA C H year the story has to be retold. With each succeeding telling it per-
haps has a new and different meaning. 
The significance changes as one grows 
older. To the children it means toys and 
Santa Claus and a Christmas tree; to the 
young people, parties, dinners, dances, 
and no end of good times. The grown-ups 
accept it as a matter of course and some-
what mechanically drill through the fes-
tivities involved. 
The occasion should have a message for 
everyone. Young and old should derive 
an inspiration from its coming. Unlike 
the many and varied civil respites from 
toil, it is one of our very few religious 
celebrations which is in truth a holiday. 
For that reason, if no other, it should per-
haps receive more than passing attention. 
The evolution of the present day time 
and significance is not without interest. 
Ancient chronographers record much dif-
ference of opinion as to the appropriate 
date on which to celebrate the "mass of 
Christ ." By some it was contended that 
it should take place on January 6, the 
occasion of the coming of the Wise Men ; 
by others on March 25, the date of the 
resurrection. It was not until the fifth 
century that the great church adopted 
the twenty-fifth of December, the time 
of the physical birth, as the appropriate 
date for the celebration. But in each 
case, it will be noted, it is significant of 
birth, either physical or spiritual, and 
gifts, and general rejoicing. 
So as Christmas has come down through 
the years it has developed a connotation 
of joy and gladness. It has become a 
time when the stern realities and cares 
of business life are laid aside; when griev-
ances are forgotten and enemies are 
forgiven; when the heart is warmed and 
the hand is given to deeds of kindness; 
when pleasant words are spontaneous and 
smiles are genuine; withal a season of 
feasting and merrymaking. 
The spirit of Christmas goes on and on. 
It serves as an annual pick-up from the 
trials and tribulation to which mankind is 
heir. It is more than an emotion. It is 
a spirit of birth and life; a renewer of 
courage and hope. It is the story of 
"peace on earth, goodwill to men." The 
story of Christmas is never too old to be 
retold. The spirit of Christmas is infinite. 
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SO M E of the principal differences which have been noted between the Revenue 
Act of 1921 and that of 1918, are sum-
marized briefly in the following memo-
randa. Copies of the new act are now on 
file in all the practice offices and the men 
of the staff should familiarize themselves 
immediately with the details of these 
provisions which are given here only in 
memorandum form. 
In the case of property acquired by 
gift after December 31, 1920, the basis 
for determining gain or loss on subsequent 
sale is the same as it would have been in 
the hands of the donor or the last pre-
ceding owner by whom it was not acquired 
by gift. 
In case of exchange of property for other 
property, no gain or loss shall be recog-
nized unless the property received in 
exchange has a readily realizable market 
value. 
Even if property so received has a 
readily realizable market value no gain or 
loss shall be recognized in the following 
cases: 
1. When property held for investment 
or for productive use in trade or business 
(except inventories) is exchanged for like 
property; 
2. When in a reorganization a person 
receives in place of securities held, securi-
ties in a corporation which is a party to or 
the result of such reorganization; 
3. Where one or more persons transfer 
property to a corporation and are im-
mediately after in control of the cor-
poration. Control means ownership of 
80% of voting stock and 80% of all other 
stock. 
Net losses in any year beginning after 
December 31, 1920, are deductible from 
succeeding year and if still remaining, 
then in next succeeding year. 
The tax on capital net gains (after 
December 31, 1921) is limited to 1 2 ½ % 
of such gain, except that total tax cannot 
be less than 12½% of total net income. 
Capital net gain—taxable gain on capital 
assets—(losses on capital assets are de-
ductions allocable to capital gains). 
Capital assets mean property acquired 
and held for profit or investment for more 
than two years (other than for personal 
use). 
Does not apply to corporations. 
Surtax rates for 1922 and thereafter: 
1%, $6,000 to $10,000 
2%, $10,000 to $12,000 
and 1% additional on each additional 
$2,000 up to $100,000 (except $20,000 and 
$32,000), at which point the tax is 48% 
to $150,000, 49% to $200,000, and 50% 
above $200,000. 
Traveling expenses (including the entire 
amount expended for meals and lodging) 
while away from home in pursuit of a 
trade or business, allowed as a deduction. 
N o losses allowed on sale of securities 
after November 23, 1921, if identical 
securities are purchased within thirty 
days and such securities are held for any 
period. 
Reserve for bad debts allowed, in dis-
cretion of Commissioner. 
Where debts are recoverable only in 
part, they may be charged off in part. 
In case of depletion based on discovery 
values, such depletion may not exceed 
income derived from property on which 
discovery is made. 
Contribution provision has been broad-
ened to include gifts to United States, any 
New Provisions in the Revenue Act of 1921 
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state or municipality or any community 
chest, fund, or foundation organized for 
eleemosynary purposes. 
If property is converted through destruc-
tion, theft, or requisition or condemnation 
and the proceeds are used to acquire 
similar property, any gain is not taxable 
to the extent of the reacquisition. 
Personal exemption in case of head of 
family or married person of $2,500 where 
income is not in excess of $5,000. Where 
income is in excess of $5,000 exemption 
is only $2,000. 
$400 allowed for each dependent. 
Where Commissioner certifies that a 
corporation has been used to avoid im-
position of surtax on dividends, a tax of 
25% of net income is imposed unless all 
stockholders agree to be taxed as partners. 
Credit for foreign taxes limited to such 
portion of United States tax as foreign 
income is of total income. 
Corporation tax rate for 1922, 1 2 ½ % . 
Tax paid by obligor on tax free covenant 
bond not to be included in income of 
obligee. 
Corporation credit of $2,000 allowed 
only where net income is $25,000 or less. 
Consolidations after 1921 are made per-
missive, but if made, must be consistently 
followed. 
Interest at 6% to be charged on de-
ficiencies in tax disclosed on examinations 
of returns under the Revenue Act of 1921. 
Interest at 6% to be paid by Govern-
ment on refunds. 
Returns under this act must be ex-
amined in four years. 
Returns under previous acts in five years. 
Except in case of false or fraudulent 
returns with intent to evade. 
In case of "deficiency" in tax payments, 
Commissioner may in meritorious cases 
extend time of payment for not more than 
18 months. May require bond. Interest 
at 8% to be charged. 
Where on examination invested capital 
is decreased due to deductions in prior 
years not taken by taxpayer, refunds shall 
be made on earlier returns even if beyond 
five years limitation. 
Provision is made to prevent double 
taxation on United States citizens or 
corporations where 80% of income for 
past three years is from United States 
possessions. 
Taxpayer's books to be subject to only 
one inspection for each taxable year unless 
the Commissioner, on investigation, notifies 
taxpayer that an additional examination 
is necessary. 
If taxpayer pays reassessment and agrees 
in writing with Commissioner that assess-
ment is final, case cannot be reopened nor 
suit brought unless fraud is shown. 
Treasury decisions, not resulting from 
court decisions, may be applied without 
retroactive effect. 
Tax Simplification Board is established 
to simplify procedure and forms. 
Six members—three to represent public, 
appointed by President, three to represent 
Bureau appointed by Secretary of Treas-
ury. N o compensation. 
Liberty bond exemptions consolidated: 
After January 1, 1921, 4's and 4 ¼ ' s 
to be exempt: 
Unt i l two years after termination of 
war, $125,000. 
Unt i l three years more, $50,000. 
War-profits and excess-profits taxes are 
eliminated after December 31, 1921. 
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Mandatory Rules, Effective January 1, 1922 
ON January 1, 1922, certain rules and regulations prescribed by the Rail-
way Accounting Officers' Association, 
which heretofore have been recommenda-
tory, become mandatory, in so far as 
carriers who are members of the Associa-
tion are concerned. 
As practically all carriers, by rail as 
well as by water, are members of the 
Association, beginning January 1, 1922, 
members of the staff assigned to railroad 
engagements should familiarize themselves 
with the mandatory rules, as prescribed 
by the Association, contained in the Rai l-
way Accounting Officers' Association 
Synopsis of 1921. 
The accounts of carriers are governed by 
classifications prescribed by the Interstate 
Commerce Commission and must be so 
kept. The text of each account in these 
classifications has a short description show-
ing what should be included therein for the 
guidance of accounting officers and their 
clerks; however, the Interstate Commerce 
Commission does not prescribe the methods 
which carriers shall use to compile the 
information required by the classifications. 
In 1888, the Association of American 
Railway Accounting Officers was formed, 
one object of which was to establish uni-
form methods of accounting between 
carriers. In 1917, the name was changed 
to the Railway Accounting Officers' Asso-
ciation. The Association, through its ex-
ecutive, fiscal and general accounts, stand-
ing freight, passenger disbursements, car 
accounts, statistics committees, prescribed 
recommendatory rules and regulations, in-
cluding forms, to insure uniform account-
ing among carriers. Being merely recom-
mendatory, these regulations were not 
uniformly adopted by all carriers, especially 
as to settlements for balances due among 
carriers for interline settlements and the 
forms used therefor. In consequence, some 
roads insisted in settling by voucher, others 
by draft, and more or less confusion 
existed. The forms used in settlements, 
especially for interline freight accounting, 
have not been uniform as to size, which 
has made binding and filing difficult. 
To insure uniformity, all carriers who 
are members of the Association, will on 
January 1, 1922, conform to the mandatory 
rules and regulations prescribed by the 
Association. 
THE past few weeks have been unusual 
ones with regard to invitations which 
have come to us to address meetings of 
various kinds. 
M r . J . M . Smith of the Buffalo office 
read a paper before the Buffalo Real Estate 
Board at the Hotel Iroquois, Buffalo, 
N . Y . , Tuesday, November 29, on "Changes 
Embodied in the Revenue Act of 1921." 
M r . Bell read a paper before a regional 
meeting of the American Institute of 
Accountants at Pittsburgh, Saturday, De-
cember 3. The subject of M r . Bell's paper 
was "Audit Reports." 
M r . Gause presented a paper before the 
Connecticut Valley Division of the Cost 
Association of the Paper Industry at Ho l -
yoke, Mass., Monday, December 12, on 
"Importance of Power Costs in Paper M i l l 
Accounting." 
After December 31, 1921, the law does 
not recognize the personal service cor-
poration. 
The provision requiring information as 
to the holding of tax exempt bonds is 
omitted. 
Letting Some of the Light Shine 
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M r . Wildman gave a talk before the 
general council of The National Informa-
tion Bureau, Inc., at the Waldorf-Astoria 
in New York, on Saturday, December 10, 
entitled "Sensible Accounting for Social 
Agencies." 
M r . Wildman also met a group of Phila-
delphia bankers at the Union League Club 
in Philadelphia, on Tuesday, December 13, 
and discussed with them from the accoun-
tant's viewpoint a paper read by M r . 
Freas B. Snyder, research director, Robert 
Morris Associates, before the New England 
Regional Meeting, American Institute of 
Accountants, at Providence, R. I . , June 28, 
1921, on "The Accountant's Ultimate Con-
sumer." M r . Snyder takes the position 
that the banker is the accountant's ulti-
mate consumer in certain types of engage-
ment and that consequently the accoun-
tant's efforts should be directed toward 
the preparation of financial statements 
which wil l meet the views and answer the 
purposes of the bankers. 
He Who Runs 
TH E R E are few who dispute the fact of mental telepathy. Proofs are 
abundant that two persons whose mental 
apparatus is properly attuned may trans-
mit thought from one to the other. There 
are no definite rules governing the process. 
It cannot be accomplished voluntarily. 
But that it takes place many persons may 
be found who will so testify. 
Mental telepathy might be used to good 
advantage, if it could be controlled, in 
establishing the connection between the 
work of two sets of men, one following the 
other, on the repetition of an engagement 
for the same client. How gratifying it 
would be if an accountant upon taking up 
the audit of a certain client might com-
municate with his predecessor and receive 
by means of a mental connection all the 
details gleaned from the latter's contact 
with the engagement. 
Under such an arrangement there would 
be no occasion for the client to make a 
request that the same accountant be 
assigned to the engagement—which clients 
frequently do for various reasons but the 
outstanding of which is the fact that one 
who is familiar with the details takes less 
time for the work on a repeat engagement 
and asks fewer questions. A l l such angles 
would under a perfect system of mental 
telepathy be rounded off, and there would 
remain practically only the one of personal 
preference. 
Much of the difficulty which thought 
transmission would remove might be over-
come in the meantime if more attention 
were to be given to making notations in 
working papers. Too much is left to be 
taken for granted. Too much is left to 
the imagination and some good account-
ants are so built that they have no im-
agination. On the other hand, so much 
time is sometimes given to the preparation 
of working papers that even accountants 
with the most vivid imagination cannot 
conceive of any possible use for certain of 
the papers which result therefrom. 
Less pencil pushing and filling up of 
reams of paper with useless and time-
consuming figures, with more short, snappy 
memoranda would be more to the point. 
The working paper which causes the reader 
to waste fifteen minutes wondering what 
it means, why it was made, and whether 
or not it is necessary in the present in-
stance, is cumulative in its wastefulness. 
It wastes the time not only of the ac-
countant who prepared it but of those who 
later come in contact with it. 
The copying of sheets containing the 
details of inventories is wasteful. Much 
more would be accomplished, and the 
process would be much more efficient, if, 
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instead, a note were to be left in the 
papers describing the work incident to the 
verification of the inventory, namely, that 
it was priced at cost or market, whichever 
was lower; that it contained no obsolete 
or unsalable material; that liabilities 
were included for all goods in the inven-
tory; that observation of the cost system 
and the methods employed in ascertaining 
costs showed the operation to be effective 
and the results sound as a basis for pricing 
goods in process and finished goods; that 
the extensions of the larger and more 
important items were checked, and the 
footings scanned as to general results, etc. 
In short, more care should be given to 
making notes and cross references and 
extracting papers which, when passed 
forward from time to time, will leave a 
clear trail, but the trail wil l not be clear 
unless something is left in the place made 
vacant to show what was taken out. 
Mental telepathy may be an effective 
instrument of tomorrow. Today's ideal 
method is the more tangible one of engraved 
record so that he who runs may read. 
Non-Par Value Stock from an Accounting Point of View 
(Continued) 
EX P E R I E N C E in dealing with ques-tions relating to stock without par 
value demonstrates the necessity of ascer-
taining the state in which the corporation 
is chartered and consulting the law of 
such state before attempting to give an 
answer to any question. Procedure which 
is entirely proper and legal in one state 
may be just the reverse in another. What 
may seem possible under one section 
of a given law may be proscribed by 
another. 
A corporation organized under the laws 
of the state of Delaware and having only 
common stock without par value sold all 
of its stock except that issued for property 
at $20 a share, less certain commissions 
to the syndicate managers. Because the 
certificate of incorporation stipulated that 
no stock should be sold at less than $10 
a share, the official in charge of the ac-
counting caused $10 per share to be 
credited to the common capital account 
while the balance was credited to a capital 
surplus account. 
The question which arose in this case at 
a later date was whether or not the cor-
poration might pay a dividend out of the 
capital surplus, or out of the earned sur-
plus to which the capital surplus had first 
been transferred. 
A t first glance it might appear entirely 
possible, without coming into conflict 
with the law, to use any surplus for pur-
poses of dividends. The Delaware law 
places no restriction on the amount of 
capital. There is no statement required 
as to the amount of capital with which the 
corporation wil l carry on business. The 
Delaware law is extremely liberal as to 
corporations having shares without par 
value. About the only restriction im-
posed is that the corporation may not 
commence business with less than ten 
shares. 
But the law does say that "the directors 
. . . shall have power after reserving 
over and above its capital stock paid in, 
such sum, if any, as shall have been fixed 
by the stockholders, to declare a dividend 
among its stockholders of the whole of its 
accumulated profits, in excess of the 
amount, so reserved, and pay the same 
to such stockholders on demand; provided, 
that the corporation may, in its certificate 
of incorporation, or in its by-laws, give the 
directors power to fix the amount to be 
reserved." 
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The law further states that " N o cor-
poration created under the provisions of 
this chapter, nor the directors thereof, 
shall make dividends except from surplus 
or net profits. Dividends may be paid in 
cash or capital stock at par, or in the case 
of stock without par value, dividends in 
capital stock may be paid at a price fixed 
by the board of directors, but otherwise 
the corporation shall not divide, or in any 
way pay to the stockholders, or any of 
them, any part of its capital stock." 
While the courts seem to have been 
liberal in defining surplus profits it is 
doubtful if in the instance above men-
tioned, any court would have construed 
any part of the money paid in for capital 
stock as surplus. In the case of Williams 
vs. Western Union Telegraph Company 
(93 N . Y . , 162) the court defined surplus 
as being the excess of assets over liabilities 
and capital. But it seems doubtful if any 
court would regard the money received in 
exchange for capital stock as anything 
but capital. 
The surplus created in the Delaware 
case was different from that which might 
arise from revaluation of assets. It was 
different from that which might be created 
where stock with par value is involved and 
the stock is sold at a premium. It appears 
that the action was nothing more than an 
arbitrary division of the capital resulting 
from the sale of stock into two parts, one 
called capital, the other, surplus. It would 
therefore appear that a payment of divi-
dends out of such surplus would be illegal. 
(To be continued) 
Minneapolis 
IN connection with the opening of an office, on December 1, 1921, in 
Minneapolis, it may be of interest to note 
certain facts in connection with that city. 
Minneapolis has a number of distinguish-
ing characteristics. It is the gateway to 
the northwest and western Canada. 
Twenty-two lines of railway radiate there-
from. It is the largest flour milling center 
in the world; this industry having sur-
passed in magnitude the lumber industry 
which centered for many years in M i n -
neapolis. The city is also well known for 
its many and varied manufacturing in-
dustries which are naturally attracted by 
the abundant power developed from the 
Falls of St. Anthony. 
Minneapolis is said to be the largest of 
the American cities which have developed 
wholly since the middle of the nineteenth 
century. It has grown tremendously dur-
ing the past twenty years, having prac-
tically doubled its population since 1900. 
The present population is about 400,000. 
There are about sixty-five banks including 
the Federal Reserve. The bank clearings 
during the year 1920 were about three 
and one half billions. There are many fine 
buildings, both public and private. The 
city also boasts of four railway stations. 
Minneapolis and St. Paul are situated 
so close together as to make it difficult to 
tell where one begins and the other ends. 
They are frequently called the Twin Cities. 
Minneapolis is unequally divided by the 
Mississippi River, the main portion being 
on the right bank. The river at this point 
is spanned by numerous and massive 
highways and railroad bridges. 
Altogether, Minneapolis is a city of 
beauty and stability; has a strategic loca-
tion which makes it strong commercially, 
is well equipped financially and bids fair 
to progress as rapidly during the next few 
years as it has in the past. 
We announce the appointment, effective 
January 1, 1922, of M r . B . A . Padon as 
assistant manager of the Shanghai office. 
Book Reviews 
McGrath , T . O. Mine Accounting and 
Cost Principles. (New York, McGraw-
H i l l Book Company, Inc., 1921. 257 p.) 
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Any accountant who has had the experi-
ence of taking up an engagement involving 
mine accounting must have wished, secretly 
at least, for some good book on the subject. 
While it is true, of course, that the prin-
ciples of accounting apply to all lines of 
industry and kinds of activity, there is just 
enough of the special problem involved in 
mine accounting to require special atten-
tion and consideration. 
The book under review very prop-
erly considers first the business of min-
ing, which is the natural background 
for a discussion of mine accounting. It 
then devotes considerable space to a dis-
cussion of general accounting, followed by 
capi ta l promotion and organizat ion, 
development and equipment, and reorgani-
zation. The other sections deal with 
operating production, administrative ac-
counting, and cost accounting. The sec-
tion dealing with cost accounting should be 
of special interest as so little has yet been 
written on this subject. The operations, 
with the accompanying cost forms, are 
followed through to a logical conclusion, 
resulting in a discussion of the cost com-
pilations. 
The book taken as a whole is a welcome 
addition to the literature of accounting and 
fills a long-felt want. 
Cole, Will iam Morse, and Geddes, Anne 
Elizabeth. The Fundamentals of Account-
ing. (Boston, Houghton Mifflin Com-
pany, 1921. 434 p.) 
Professor Cole has written a new book 
which is better than the one which he 
called, "Accounts, Their Construction and 
Interpretation." How much of the credit 
is due to the collaborator is difficult to 
decide. The book has all of the earmarks 
of the scholarly senior author, yet it 
seems to be supplemented in many places 
by detail and precision which the 
average man of affairs in the field of 
accounting instruction seldom has time to 
supply. 
The development of the subject in the 
new book is not unlike that in the senior 
author's previous book, but it shows the 
changes which time naturally brings about 
in the thoughts of any author on any sub-
ject. The philosophy which likens the 
accountant to an editor is not only rather 
novel but very interesting. The whole 
theory of relations between kinds of 
accounting, accounting and bookkeeping, 
etc., is set forth in a very interesting 
manner. 
The new book discusses double entry 
bookkeeping, the balance sheet, the funda-
mental principle of debit and credit, the 
interpretation of debit and credit, the 
income sheet, the operating statement 
under cost accounting methods and under 
inventory methods. Considerable space is 
then given over to the content of common 
accounts, dividing the whole group into 
five classes, asset accounts, contra accounts, 
ownership-claim accounts, nominal ac-
counts, and clearing accounts. The funda-
mental principles of bookkeeping method, 
trial balance, the principles of labor-saving 
devices, the technique of closing books, 
and auxiliary records all receive passing 
attention. There is an interesting chapter 
on some peculiarities of corporation ac-
counts and other rather special chapters on 
such subjects as: Where do profits begin; 
the division of profits; the effect of in-
terest on values; finding the cost of 
particular products or services. Some 
thirty-three pages are devoted to deprecia-
tion and maintenance. Perhaps the best 
chapter in the book is that which deals 
with the interpretation of financial state-
ments. Questions and problems serve to 
make the book more useful as a text. 
Altogether, it is a book to be read with 
general interest and to be admired for the 
thoroughgoing way in which the subject 
is presented. 
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